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Abstract 
The aim of this Master’s Thesis is critical evaluation of current energy policy of the 
European Union and its impacts on participants in the energy commodities market, with 
special emphasis on energy companies and consumers. 
Abstrakt 
Diplomová práce se zaměřuje na kritické zhodnocení současné energetické politiky 
Evropské Unie a její dopady na účastníky trhu s energetickými komoditami, především 
s důrazem na energetické společnosti a koncové spotřebitele. 
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INTRODUCTION 
The energy sector is one of the most important industries. Its performance has a major 
impact not just on GDP, but also on the economic well–being of the population, rate 
of growth of other sectors of the economy, national security and international relations. 
The energy sector is also the original impetus behind establishing the European Union 
that has been shaped into its present form from the original idea of unification 
and coordination of the management of coal, steel, and later nuclear energy. 
The need for international regulation of the European energy sector arises mainly from 
geographical dispositions of European countries in the international trade environment. 
European states are small and cannot be full–fledged partners for energy superpowers 
like China or the United States of America. In addition to the aforementioned factor 
of external energy policy also the factor of internal policy needs to be considered. 
It should ensure an integrated market and healthy form of competition which 
is a necessary prerequisite for the competitiveness of the European energy sector 
as a whole in the international trade environment. The last and the most recent rationale 
behind coordination of the European energy sector is the environmental factor which 
came to the fore after raising the global warming issues. The above factors constitute 
the resulting and current form of European energy policy which is unique in its nature 
in the field of European policy, because it is limited mostly to strategic planning, 
but specific instruments to achieve the formulated objectives, leaves up to individual 
Member States. 
Precisely strategic objectives of the European energy sector are subject of critical 
analysis in this Thesis. European energy policy is an appropriate topic for more detailed 
examination, due to its above–mentioned form of strategic objectives, which gives 
much room for predictions of the impact of their implementation, individual approach 
towards them by various Member States and their own suggestions for improvement. 
The Thesis focuses on policy impacts on market participants, which often represent only 
"side effects" of its influence and hence European policy, which is modelled primarily 
to affect macroeconomic factors, will be assessed from a microeconomic perspective. 
The Thesis is divided into three major parts. The first part deals with the theoretical 
basis of the issue and aims to provide the reader with a brief excursion in the areas 
11 
 
of the energy sector, method of shaping European legislation and the history 
of European energy policy. The chapter in its final part also examines energy raw 
material markets. It aims to explain the pricing of energy commodities and their trading 
on commodity exchanges. Prices of energy commodities are very closely linked to 
a particular energy commodity and respond to each other – any change in policy 
is almost immediately reflected in prices, due to speculations in commodity markets 
and energy prices, on the other hand, have a significant impact on the final form 
of strategic objectives. The following is a brief summary of the current European 
regulation of consumer protection in the energy markets, since precisely the final 
consumer is an important energy market participant. All the above areas should provide 
the reader with a comprehensive overview of European energy policy and should help 
him/her to understand more easily the subsequent two parts of the Thesis. 
The second part of the Thesis evaluates the current objectives of European energy 
policy defined in the Energy 2020 document, using methods applied in the field 
of the strategic management. These methods are well applicable since EU energy policy 
takes the form of a strategy that is subordinated to certain basic assumptions and sets 
sub–objectives which specify the framework for individual measures aimed at meeting 
the main objectives. This part of the Thesis explores the potential of energy policy in 
individual areas and serves as the basis and starting point for critical analysis. 
Based on the conclusions of the previous chapter of the Thesis, its final and key part, 
that is the evaluation of European energy policy and its impact on market participants 
itself, follows. In the context of European energy policy as a whole, the Thesis evaluates 
whether specific objectives of European energy policy are consistent with the 
requirements for an effective strategic management, whereas in terms of its constituent 
parts an impact on market participants is examined. If any deficiencies are identified, 
measures to eliminate them are proposed. 
12 
 
1 EXECUTIVE SUMMARY 
1.1 EU energy policy 
The energy sector is a specific industry. In order to understand the functioning of the 
energy market, it is necessary to distinguish the internal market, the EU market and the 
global market. At each level, the nature of the market is different and market 
participants have different status. However, at all levels it is possible to find a common 
trait – the tendency to establish natural monopolies. In the monopoly market, the 
allocation of resources is inefficient, because the cost of a product of a monopoly firm 
exceeds its marginal costs. A specific need arises to regulate this market, mainly at the 
internal market level and at the EU market level, where the need to protect the final 
energy consumer leads to the efforts to achieve Pareto equivalence1. Regulation of the 
energy market is performed at the EU level by the relevant legislative and executive 
bodies of the European Union (EU). However, their role is not only to take an inward–
oriented action, affecting EU market levels, but to be active also outside the EU, in 
global markets where Europe is one of the participants in international trade in energy. 
These and several other reasons were behind the efforts to regulate and influence the 
development of energy markets and in recent decades have created a cohesive group of 
objectives and instruments, called European energy policy. It will be outlined in the 
following paragraphs. 
The options in the energy sector are determined by political, economic, geographic and 
natural factors. Unfortunately, the individual determinants are often contradictory – for 
example a situation where political factors lead to the efforts to diversify energy 
sources, however energy mix is also significantly influenced by geographic and natural 
factors. The level of success of European policy depends precisely on the ability to 
accept determinants that cannot be influenced and effective impact on variable 
determinants. 
Exactly the aforementioned efforts to diversify energy sources constitute a characteristic 
feature of the European energy sector. Currently, crude oil plays the most important 
role, followed by natural gas, solid fuels and nuclear energy. European policy aims to 
significantly change the forms of energy mix, especially towards renewable energy 
                                                 
1
 P = MC, see HOŘEJŠÍ, B. Mikroekonomie. 4th expanded edition. Praha: Management Press, s.r.o., 2006. 
 sources. The question to what extent this policy is rational or not, is the subject of many 
discussions and the following chapters of this Thesis.
Graph 
The long–term problem of the European energy sector is the lack of self
and dependency on external resources and external suppliers. Reducing energy 
dependency is another priority objective of European energy policy. As shown in the 
table below, the only sel
average dependency of European countries on energy supplies from third countries is 
53.8 %. Dependency on foreign sources of energy involves economic costs and security 
threats. For the sake of completeness, it is necessary to add that the net consumption is 
calculated as production plus imports less exports and net exports are exports less 
imports. 
Table 1 Energy dependency of EU countries
EU Member State 
Cyprus 
Malta 
Luxembourg 
Ireland 
Italy 
Portugal 
                                        
2
 Total primary energy supply. 
<http://www.iea.org/stats/pdf_graphs/30TPES.pdf>.
3
 The energy dependency
<http://www.energy.eu/>. 
17%
13%
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1 Energy mix of EU primary sources in 20082 
f–sufficient country and net exporter of energy is Denmark. The 
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Gross Energy 
consumption 
Net Imports Energy
Dependency
2.6 3 100%
0.9 0.9 100%
4.7 4.7 98.9%
15.5 14.2 90.9%
186.1 164.6 86.8%
25.3 21.6 83.1%
         
IEA [online]. [Cited: 30-07-2011]. Available from: 
 
. The Europe's energy portal [online]. [Cited: 04-03
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24%
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-2011]. Available from: 
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Spain 143.9 123.8 81.4% 
Belgium 60.4 53.5 77.9% 
Austria 34.1 24.9 72.9% 
Greece 31.5 24.9 71.9% 
Latvia 4.6 3.2 65.7% 
Lithuania 8.4 5.5 64% 
Slovakia 18.8 12 64% 
Hungary 27.8 17.3 62.5% 
Germany 349 215.5 61.3% 
Finland 37.8 20.9 54.6% 
Slovenia 7.3 3.8 52.1% 
France 273.1 141.7 51.4% 
Bulgaria 20.5 9.5 46.2% 
Netherlands 80.5 37.2 38% 
Sweden 50.8 19.8 37.4% 
Estonia 5.4 1.9 33.5% 
Romania 40.9 11.9 29.1% 
Czech Republic 46.2 12.9 28% 
United Kingdom 229.5 49.3 21.3% 
Poland 98.3 19.6 19.9% 
Denmark 20.9 -8.1 -36.84) 
EU27 1825.2 1010.1 53.8% 
 
The last major feature of the current energy sector constitute the efforts to ensure its 
more ecological functioning, currently focusing on the transition to renewable energy 
sources due to global warming. However, this issue is also complex and raises many 
questions, mainly regarding the actual motivation for the transition to ecological energy 
sources. A mere superficial knowledge of the issue is sufficient to conclude that the 
efforts to ensure the ecological functioning of Europe will be in vain, because the 
resulting effect will be negated by an increasing number of air pollution in developing 
countries. The real reasons for enormous interest of EU institutions in the ecological 
functioning of the energy sector can be populism, political motives, especially in 
relations with Russia or massive lobbying. 
Subject to all the above factors that shape the current form of European energy policy, 
we can identify its three main current objectives: 
 Figure 
With regard to the applicable legislation, the basic document on energy policy is Energy 
2020 – A strategy for competitive, sustainable and secure energy.
The strategic objectives of European energy policy expressed in this document 
correspond to the above objectives. These are security of supply, competitiveness and 
sustainability. The document also mentions a number of sub
intended to meet the main objectives. Although their role is only complementary, 
experts often refer to them and discuss them. Therefore, the most significant ones are 
outlined below: 
The objective of achieving efficient use of energy requires reducing greenhouse gas 
emissions by 20 %, increasing the share of renewable
energy consumption by 20
Another objective is more extensive cooperation within EU external energy policy, with 
the major role of diversification of suppliers, joint negotiations with third countries and 
the creation of a regulatory legislative framework in thi
framework would be based on the existing international agreements with third 
                                        
4
 Source: JEDLIČKA, Jan; DOLEŽAL, Richard; HE
analýzy. First edition. Praha : Č
5
 Communication from the Commission to the European Parliament, the 
Committee and the Committee of the Regions, Energy 2020 
COM(2010) 639 final. 
Security of energy 
15 
1 Current objectives of EU energy policy4 
5
  
–objectives that are 
 resources 
 %. 
s area. This legislative 
         
ŘMAN, Jan. Energetická politika EU a její nástroje: Speciální 
eská spořitelna, 2004, p. 15 
Council, the European Economic and Social 
- A strategy for competitive, sustainable and secure energy, 
Competitiveness
Sustainability
supplies
 
to 20 %, reducing 
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countries, but would be supplemented by additional provisions concerning in particular 
freedom of transmission and security of investments.6 
The last significant sub–objective is to create a functioning single internal market for 
gas and electricity.7 The above is related to another objective, namely the 
interconnection of all networks, so that there are no unconnected networks left.8 
1.2 Goals of the Thesis 
This Thesis aims to present a critical evaluation of current energy policy of the 
European Union and its impacts on participants in the energy commodities market, with 
special emphasis on energy companies and final consumers. 
The primary goal of the Thesis is to critically evaluate current European Union energy 
policy and its impacts on participants in the energy commodities market. 
In order to achieve the primary goal, it is necessary to set sub–goals which will include 
in this Thesis the preparation of the theoretical basis as a starting point for own 
approach towards the issue, evaluation of European energy policy, using methods 
applied in the field of strategic management. Based on the relevant methods, the 
conclusions for critical analysis of European energy policy and its impacts on market 
participants will be formulated. Under this analysis, the deficiencies of European energy 
policy will be evaluated and possible solutions proposed. 
                                                 
6
 Communication from the Commission to the European Parliament, the Council, the European Economic and Social 
Committee and the Committee of the Regions, Energy 2020 - A strategy for competitive, sustainable and secure energy, 
COM(2010) 639 final. 
7
 BARROSO, J., M. Energy priorities for Europe [online].  Presentation of J.M. Barroso to the European Council,  
4 February 2011. [Cited: 30-07-2011]. Available from: <http://ec.europa.eu/europe2020/pdf/energy_en.pdf>. 
8
 BARROSO, J., M. Energy priorities for Europe [online].  Presentation of J.M. Barroso to the European Council,  
4 February 2011. [Cited: 30-07-2011]. Available from: <http://ec.europa.eu/europe2020/pdf/energy_en.pdf>. 
17 
 
2 THEORETICAL BASIS OF THE WORK 
2.1 Energy products in the EU environment 
This part of the Thesis is devoted to energy market products. First, the manner of their 
division will be briefly explained, and then those having the strongest position in the 
market will be described, with explanation of their position in the European energy 
market. 
 
Figure 2 Overview of energy products9 
From the above figure it is evident, that energy products can be divided into primary 
products which are obtained from natural sources such as crude oil, coal or natural gas 
and secondary products, these are all products that arise from transformation of primary 
products. An example is the production of electricity by burning heating oil, production 
of oil and other petroleum products from crude oil, coke from coking coal or charcoal 
from wood. Electricity and heat can be both primary and secondary product. The issue 
of primary electricity is described in more detail below in sub–chapter 2.1.3, primary 
heat arises from capturing heat from natural sources for instance through solar panels 
and more recently represents the emergence of "new" energy among the existing energy 
products. Secondary heat is obtained from the use of energy products that have been 
already produced or obtained from natural sources for example heat from power 
plants.10  
                                                 
9
 Source: Energy statistics manual. Paris: IEA Publications, 2004. p. 18 
10
 Energy statistics manual. Paris: IEA Publications, 2004. p. 18 
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Primary energy can be further divided into fossil fuels and renewable energy sources. 
Fossil fuels are obtained from natural sources which were formed by geological 
evolution from biomass (vegetable matter). In a broader sense, the term of fossil fuels is 
used to designate any secondary products from fossil fuels. Renewable energy sources, 
except for geothermal energy, are drawn directly or indirectly from the constant flows 
of solar and gravitational energy. 
2.1.1 Electricity and heat 
Electricity is the universal energy carrier that can be used in many different ways in 
almost all sectors of human activity. It is produced as both primary and secondary 
energy product. Primary electricity is produced from natural sources, such as water, 
wind or solar energy. Secondary electricity is produced from nuclear fuel, geothermal 
sources and solar energy and primary heating fuels such as coal, natural gas, oil, 
renewables and waste.11 The figure below shows the structure of sources of electricity 
generation in selected EU countries. The figure clearly shows that despite the 
application of a common energy policy, the mix of energy sources in individual 
countries varies considerably, which may be indicative of the consistency of the 
application of European legislation in a given country and the fact that the mix of 
sources for electricity production is always heavily dependent on geo–economic 
conditions of a given country. The share of renewable energy sources in electricity 
production would probably give some indication to derive certain connection with the 
level of economic advancement of a given country. 
                                                 
11
 Energy statistics manual. Paris: IEA Publications, 2004. p. 39 
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Graph 2 The structure of sources for electric power generation in selected EU countries (2008)12 
Heat is the energy carrier for warming of residential premises and manufacturing 
processes. Heat, like electricity, can be produced as both primary and secondary energy. 
Primary heat is obtained from natural sources such as geothermal and solar thermal 
energy. Secondary heat is obtained from nuclear fission of nuclear fuel and primary 
heating fuels such as coal, natural gas, oil and renewables and waste. Heat is also 
produced by converting electrical energy into heat in electric boilers or heat pumps.13 
Heat, like electricity, is used in almost all sectors of the economy. Heat can be produced 
by transformation of electricity, using heat pumps or electric boilers. Heat alone is not 
further transformed. 
In recent years, the electricity sector was subject to tremendous changes. The electricity 
market was liberalized and considerable pressure is put on the global community to 
reduce greenhouse gases. The constantly growing role of electricity requires accurate 
and reliable data on generation, generation capacities, as well as consumption of 
electricity for the purposes of future development and ensuring the security of its supply 
in the most efficient manner. 
2.1.2 Natural gas 
Natural gas, like coal, falls under the category of fossil fuels. Natural gas is a natural 
mixture of gaseous hydrocarbons made up predominantly of methane (CH4) and a 
variable number of non–hydrocarbon gases. In its pure form, natural gas is flammable 
                                                 
12Source: EUROCOAL [online]. 2011 [Cited: 29-07-2011]. Available from WWW: 
<http://www.euracoal.org/pages/medien.php?idpage=436>. 
13
 Energy statistics manual. Paris: IEA Publications, 2004. p. 39 
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substance without colour, shape and smell. Natural gas is the cleanest fuel among fossil 
sources, since it produces about fifty per cent less carbon dioxide than coal and also 
produces during its combustion much less harmful substances. Energy from natural gas 
is widely used for heating, cooking, electricity generation or propulsion of motor 
vehicles.14 The disadvantages of natural gas are the limited possibilities of its storage 
and transport. A new trend is its liquefaction and subsequent transport in the form of 
liquefied natural gas (LNG) via LNG tankers. However, this form of transport still 
involves the problem of high financial costs associated with the liquefaction of natural 
gas. 
Due to environmentally friendly properties of natural gas, it is expected that its share in 
energy mix, especially in the European Union will rise, which, moreover, suggests 
directly the document Energy 2020. This prospect has been confirmed also by the 
International Energy Agency (IEA), which anticipates that the role of natural gas in 
world energy mix will be greater than originally expected. Demand should in the next 
25 years rise by 50 % and by 2030 exceed the consumption of coal, as shown in the 
graph below.15 
 
Graph 3 World demand for primary energy sources by 203016 
                                                 
14
 International energy agency [online]. 2011 [Cited: 29-07-2011]. Available from WWW: 
<http://www.iea.org/stats/defs/sources/gas.asp>. 
15
 KOHL, Keith. New Ways to Top Natural Gas Profits. Commodities reporter [online]. 15. 6. 2011, 2011, [Cited: 29-07-
2011]. Available from WWW: <http://commoditiesreporter.com/alternative-energy/new-ways-to-top-natural-gas-profits/>. 
16
 Source: KOHL, Keith. New Ways to Top Natural Gas Profits. Commodities reporter [online]. 15. 6. 2011, 2011, [Cited: 
29-07-2011]. Available from WWW: <http://commoditiesreporter.com/alternative-energy/new-ways-to-top-natural-gas-
profits/>. 
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Similarly as in case of oil, even with respect to gas, a considerable disadvantage is the 
EU dependence on imports from third countries, which now accounts for 57 % of its 
consumption, but it is assumed that in 25 years, this dependence will rise to 84 %,17 
unless action is taken.  
2.1.3 Coal 
Coal belongs to fossil fuels which consist of hard coal and brown coal, lignite, peat, oil and 
natural gas. Coal deposits, oil and natural gas fields are huge reservoirs of energy that have 
been formed millions of years. These raw materials contain an energy that can be released 
relatively easily.18 
Coal was at birth of European integration. Even now it is one of the most important 
primary energy sources, which contributes roughly one–third of total electricity 
production, but from a legislative point of view, few regulatory measures have been 
enacted at the European level. European Coal and Steel Community (ECSC) ceased its 
activities in 2002, part of its powers was assumed by the EC and the remaining assets of 
the ECSC are now used to support the Research Fund for Coal and Steel.19 Despite the 
fact that the European Union radically abandons coal–based power generation, the IEA 
expects the most significant global increase precisely for this source. Energy produced 
from coal is expected to triple by 2050 under the baseline scenario,20 especially in 
emerging economies, such as India and China. 
EU is aware of the strategic importance of coal as a sustainable, competitive and 
affordable energy source, and therefore calls for investment in research of the so–called 
Clean Coal Technologies, carbon capture and storage technologies, and last, but not 
least, also for increasing the efficiency of coal power plants.21 
                                                 
17
 Low-carbon economy proposed for Europe. World news, msnbc.com [online]. [Cited: 29-07-2011]. Available from: 
<http://www.msnbc.msn.com/id/16560106>. 
18
 MATOUŠEK, Antonín. Výroba elektrické energie. Brno: VUT Brno, 2002,  p. 9. 
19
 Coal, What do we want to achieve. European Commission website [online]. Last modified: .2011 [Cited: 29-07-2011]. 
Available from: <http://ec.europa.eu/energy/coal/index_en.htm >. 
20
 IEA. Energy technology perspective 2006. Paris: IEA / OECD, 2006. 
21
 Official website of the company OKD, a.s. [online]. 2010 [Cited: 29-07-2011]. Available from WWW: 
<http://www.okd.cz/cz/eu/eu-a-uhli/>. 
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Figure 3 Map of production of hard coal and brown coal in the EU for 201022 
2.1.4  Crude oil 
Crude oil is undoubtedly one of the energy sources allowing the most versatile use. It is 
considered to be strategically the most important energy raw material and in the last few 
decades has played a significant role in the socio–economic structure of the world. Its 
distillation gives rise to a whole range of products, from petrol, secondary derivatives 
(kerosene, heating oil, etc.), gas oils (waxes, lubricants, etc.) to the residual oils of 
asphalt nature. Modern transportation systems, petrochemical industry and certain 
energy–intensive production cannot exist without these products.23 
Although oil is the most important primary energy source, the focus of energy policy on 
oil remains throughout the existence of the European Communities within the 
competence of individual Member States. The EU internal oil market can be 
characterized as generally open, with a certain amount of protectionism giving 
preferential treatment to national companies and their assets.24  
A considerable disadvantage is the fact that 82 % of oil that is consumed within EU 
must be imported, which makes EU dependent on unstable, mostly authoritarian states. 
EU policy, seeking in the long–term to diversify the major suppliers of oil, and 
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supporting the replacement of oil by alternative sources and more extensive use of 
alternative sources, such as the above–mentioned natural gas, responds to this fact. 
EU is not generally considered to be an exporter of energy, yet it exports certain amount 
of oil. While oil imports to EU Member States total 572.5 Mt (megatons) of oil mainly 
from Russia, Norway and western Asia, oil exports amount to 15.2 Mt a year and are 
directed mainly to the U.S. and surprisingly to Canada.25 
 
 
Graph 4 Imports and exports of oil in Europe (2008)26 
As is evident from the graph above, the most important supplier of oil to EU is Russia, 
which – despite growing demand from China and India – chiefly exports to the EU. 
Russia exports to Europe 78 % of its oil exports. 93 % of Russian oil is transported by 
the company Transneft. It owns the largest oil network in the world, with more than 
48,000 kilometres of pipelines, including the Druzhba pipeline that brings oil to the 
Baltic States, Germany and the Czech Republic. Druzhba pipeline is approximately 50 
years old, in many places no one invests in its installations and its technical condition 
can cause a failure or give rise to technical problems at any time. This causes 
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considerable concern of Central European customers, especially in the light of prior 
experience with gas supply in 2009, but, on the other hand, any plans to build "back–
up" pipelines are deterred by the threat of worsening relations with Russia. 
2.1.5 Nuclear energy 
Nuclear energy is released from nuclear reactions in the atomic nucleus. Currently, the 
fission reaction of uranium or plutonium is used. This reaction produces a large amount 
of heat that is transformed by steam turbines and power generators. When generating 
electricity, residual heat is produced and can be further used also for heating. 
Nuclear power plants currently account for 15 % of electricity generation, the nuclear 
energy sector, after a significant decline in the nineties of the twentieth century and the 
first decade of the 21st century, is enjoying increased popularity. Currently, there are 
152 reactors in EU and nuclear energy accounts for 13 % of the total energy 
consumption and about 30 % of electricity generation. France is a country with the 
largest share of nuclear power plants not only in Europe, but also in the world.27 
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 Figure 
Nuclear energy involves many challenges and risks, such as storage of used fuel, the 
risk of accidents and irradiation. It also places high demands on the electric 
transmission network, sinc
must be further distributed.
Currently, further development of the nuclear energy sector is threatened by events in 
Japan, namely Fukushima nuclear power plant accident, which occurred after the 
earthquake in spring 2011 
assume that the downturn will only be temporary and due to the indispensability of 
nuclear energy its development will continue in the future.
2.1.6 Renewable energy sources
The renewable energy sources (RES) include 
energy, biomass and bio
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energy, liquid bio–fuels energy and tidal energy.29 More detailed division of renewable 
energy sources is shown in the figure below. 
In recent years, the European Union has been much interested in renewable energy 
sources and RES are expected to play an increasingly important role in its energy policy 
in the future. Their more extensive use supports the objectives of sustainable energy 
generation and energy security. Growth in demand for RES is massively supported by 
EU also financially through subsidies and tax reliefs. But this is heavily criticized, as 
the cost of this policy probably will not contribute to the targeted effect. A serious 
problem of most renewable resources, given the current technological level, is their cost 
that exceeds the cost of conventional energy sources. Integration of renewable energy 
sources in EU energy mix can be an obstacle to competitiveness of the European 
economy and has a significant negative impact on the final consumer. EU seeks to 
resolve the problem by opening up markets for renewable energy sources between 
Member States30 and thereby achieving a reduction in prices of various energy products. 
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 Figure 
2.2 European law
2.2.1 EU / EC institutions
First, it is necessary to define the difference between th
and the European Communities
EC are international organizations with legal personality, which has significant 
implications in public international law. Subjects of international law are in principle 
only states and international organizations. Legal personality allows EC to participa
actively in international legal relations, negotiate international treaties with other 
countries and international organizations. EC have also national legal personality of 
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individual Member States and can thus act as subjects of law, internally, towards 
individuals. 
On the other hand, the European Union does not have an international legal personality. 
Hence, it is not an international organization in the true sense of the word, subject of 
public international law. We refer to it as an entity that brings together the same 
members as EC, acts in the same areas as EC but also includes other areas. EU itself, 
however, cannot participate in legal relations, to commit itself and acquire rights.32 
EC is based mainly on vertical and horizontal division of the functions performed. The 
vertical structure consists in division of powers between the Member States and EC. 
Horizontal division of functions relates to the EC bodies and consists in such division of 
individual functions between the EC bodies that ensures that their performance is not 
concentrated in the hands of one body only, but performed jointly. It is necessary to 
distinguish between the term body and institution because they are not synonyms. The 
term institution is a narrower one, because it includes only decision–making bodies.33 
The following entities are referred to as the EC institutions: 
The European Parliament 
The European Parliament is directly elected by EU voters every 5 years; members of the 
European Parliament (MEPs) represent their interests. Parliament is one of the EU main 
law–making institutions, along with the Council. The European Parliament has three 
main roles: debating and passing European laws, with the Council, scrutinizing other 
EU institutions, particularly the Commission and debating and adopting the EU budget, 
with the Council.34 
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EU Council 
The Council of the European Union, this is where national ministers from each EU 
country met to adopt laws and coordinate policies.35 The institution is often confused 
with the Council of Europe, an independent intergovernmental organization (commonly 
called the summit). The EU Council is the main legislative body of EC/EU, yet it cannot 
initiate the adoption of the legislative act itself. In order to achieve a balance between 
the interests of the Member States and the interests of the whole, i.e. EC, the initiative 
power was conferred on the Commission. However, the Council may unanimously 
amend EU laws proposed by the Commission. Manifestation of the democratization of 
the Community is the fact that more and more legal acts are adopted jointly with the 
European Parliament in the co–decision process.36 
Commission 
The Commission is the supreme political and administrative institution of EU. It 
supervises compliance with EU law and initiates its development. It also represents the 
interests of EU as a whole against the individual Member States. The Commission acts 
primarily as an initiative body. It presents exclusively proposals for legislative acts and 
other measures to decision–making bodies (Council and European Parliament) and is 
therefore referred to as the "engine of the Community".37 The Commission's proposals 
serve as the basis for debates and decisions of these bodies. Consequently, with a few 
exceptions only, all Community legislation is initiated by the Commission. The Council 
may amend the Commission's proposal only by an unanimous decision, the Commission 
may amend its proposal at any time until the Council's resolution. 
Other institutions are the Court of Justice and the Court of Auditors. On the other hand, 
neither the European Council, which only adopts conceptual decisions, nor the 
European Central Bank are considered to be institutions. 
2.2.2 Classification of EC/EU legal acts 
Especially when classifying individual sources of law, we must take into account 
whether we discuss the sources of European Union law or the sources of Community 
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 law, i.e. the European Community law. European Union law in the broadest sense 
includes both the area of the 1st pillar (the EC policy), i.e. the Community law and legal 
acts adopted in the area of the 2nd and 3rd pillar of EU (Common Foreign and Security 
Policy, police and judicial cooperation). Sources of the European Union's law in the 
area of the 1st pillar can be classified as follows:
2.2.3 Primary law 
Primary law is the fundamental basis of the whole legal system of the European Union. 
Its main constituent parts are especially founding treaties of all three Communities, as 
well as other treaties related to them which constitute the legal basis of EC. Th
official list of these treaties, however, the listing of the most important ones, which fall 
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Figure 6 Sources of EU law38 
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into this category, is shown in the table below. Budgetary treaties and especially 
accession treaties of new Member States need to be added to this listing.39 
Table 2 Overview of key treaties in EU history 
Year of 
adoption 
Entry 
into force 
Name of the treaty 
1951 1952 The Treaty of Paris (establishing the ECSC) 
1957 1958 The Treaty of Rome (establishing the EEC) 
1957 1958 The Maastricht Treaty (establishing the EURATOM) 
1965 1967 The Convention on certain institutions common to European 
Communities (the Merger Treaty) 
1986 1987 The Single European Act 
1992 1993 The Maastricht Treaty on European Union 
1997 1999 The Amsterdam Treaty on the revision of the Maastricht Treaty 
on European Union 
2000 2003 The Treaty of Nice 
2007 2009 The Lisbon Treaty 
2.2.4 Secondary legislation 
Regulations 
Regulation is a generally binding normative legal act, which is directly effective in all 
Member States of the Community, addressed as necessary to both the Member States 
and individuals. Member States' authorities are obliged to apply Regulations without 
any reservations despite the fact that national law provides otherwise. 
Directives 
Directives are addressed to the Member States that have a duty to accomplish an 
expected outcome of the Directive concerned within a specified time limit 
(implementation period). Choice of appropriate means is up to the Member State 
concerned.40 
Decisions 
Decisions are individual legal acts generally addressed to a particular person or state. 
Unlike Regulations they are not generally legally binding because their binding effect is 
limited to an individual case. 
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Recommendations and opinions (soft law) 
They are not legally binding and therefore we do not consider them to be a source of 
law. They have great political weight, but non–compliance cannot be legally 
penalized.41 
2.3 European energy policy 
2.3.1 Institutional support 
The key role in institutional support of energy policy plays the Directorate–General for 
Transport and Energy, based in Brussels, which is part of the Commission. Other 
authorities influencing the energy sector are Directorate–General for Competition, 
which coordinates mainly the process of liberalization of energy markets and 
Directorate–General for the Environment which is in particular in charge of the 
environmental legislation affecting the energy sector.42 
2.3.2 Development 
Energy policy laid the very foundations of European integration. European countries 
have shown willingness to carry out common energy policy at a higher than national 
level as early as after World War II and in April 1951, France, the Federal Republic of 
Germany, Belgium, the Netherlands, Luxembourg and Italy signed the Treaty 
establishing the European Coal and Steel Community (ECSC). 
The emergence of the ECSC Treaty reflected the dominance of coal in energy and 
consequently, the entire European economy. By entering into this Treaty the issue of 
energy supply and demand of the Community at that time was addressed through the 
international policy instrument43. Soon after the conclusion of the Treaty, however, it 
became evident that the importance of coal and steel begins to gradually decline and 
energy policy started to refocus towards nuclear energy, which was considered to be the 
main future source of energy. 
The energy sector was affected, in connection with the previous development, by both 
Treaties of Rome of 1957. The Treaty establishing the European Atomic Energy 
Community (EURATOM) was aimed at creating a common market in nuclear materials 
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and promoting its peaceful use by common investment strategy, infrastructure 
development and exchange of technical information. The Treaty establishing 
the European Economic Community (EEC) was intended to apply, inter alia, to other 
parts (civilian) of the energy sector. 
Although since the establishment of EC it was assumed that EURATOM becomes 
a promising way to develop European integration, this development was thwarted by 
the condition of civilian approach, since some states were reluctant to lose their 
exclusive position in the field of nuclear technologies, some of them referring to 
the military nature of their nuclear development. The nuclear material remained under 
the control of the Member States, and the original plans failed to materialize.44 
In 1968 the Commission issued a document called First Guidelines: Towards an energy 
policy of the European Communities, whose aim was to consolidate European energy 
policy and the market. It contained proposals for concrete measures that could help 
create a common energy market (tax harmonization, removal of technical barriers, etc.). 
However, the proposals failed to materialize both due the conflicting objectives and 
the means to accomplish them, and because of disagreements between the Member 
States on the objectives themselves.45 
Since the early 50’s the energy sector of the Member States ceased to be based on coal 
and was becoming dependent on imported sources, especially oil. Since 1970, more 
than 60% of energy consumption of the European Communities (EC) was covered by 
imports. This made Europe vulnerable to supply disruptions and price increases in 
the years 1973–1974. The oil shocks of 1973 and 1979 made the Commission to focus 
on prices and security of energy supplies.46 
In the 80’s two oil shocks gradually subsided and European energy policy was changing 
in the similar vein. Interest has shifted from the reliability of energy supplies to final 
prices and smoother functioning of energy markets. A number of European countries 
abandoned plans to diversify fuel sources motivated by the threat of scarcity. Instead, 
these countries embarked on a course of deregulation of energy markets, their 
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denationalization and encouraging competition.47 EC energy policy responded to 
the improved situation by publishing the White Paper of 1985. The Commission started 
the application of policy stimulating competition by its report The internal energy 
market (IEM) of 1988, which was intended to save costs to final consumers and thus 
make the whole European industry more competitive. 
In the 90’s EU energy policy expanded the range of its objectives. Emphasis was placed 
on environmental goals, and the approach paying increased attention to energy 
dependency was resumed. These objectives were expressed in the White Paper of 1995 
which formulated the need for a common energy policy based on reconciliation of 
the objectives of security of supply, environmental protection and the internal market. 
Hence, the objectives set throughout the entire history of existence of common 
European energy policy have been interconnected. 
2.3.3 Current European energy policy 
In 2007, the Commission, as its first Strategic Energy Review issued Communication 
from the Commission to the European Council and the European Parliament entitled 
An Energy Policy for Europe (EPE). This document became the basis of European 
energy policy. It is often referred to as 20–20–20, due to the set targets of 20% 
reduction in greenhouse gas emissions, 20% share of energy from renewable resources 
in final energy consumption in EU and 20% increase in energy efficiency by 2020 
(supplemented with 10% share of bio–fuels in the overall consumption of petrol and 
diesel oil). 
Similarly as the Green Paper of 2006, EPE sets three tasks of energy policy, namely 
competitiveness, sustainability and security of supply. These are reflected in three 
pillars, namely the fight against climate change, reducing the EU external vulnerability 
to imports of hydrocarbons and promoting growth and jobs. There are noticeable 
connections of energy policy to general European policy, which was at the same time 
expressed in the Lisbon strategy. 
Following EPE, in 2007 the Energy Action Plan for the period 2007–2009 was adopted. 
The European Union thereby obtained a coherent set of energy policy at the European 
level, albeit within the secondary law, because only the Lisbon Treaty proposes for 
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the first time ever to formally constitute and define European energy policy within 
the primary law48. 
The Second Strategic Energy Review was issued by the Commission in 2008 under 
the title An Energy security and solidarity action plan. It focuses on 5 main areas and 
adds the outlook for 2050: 
• support for infrastructure as a priority for security of supplies, 
• requirement to give priority to the energy industry in EU international relations 
and international cooperation e.g. within the European Economic Area with 
Norway, with Belarus, Russia, the Caspian countries, The Organization of 
the Petroleum Exporting Countries (OPEC) countries and other international 
partners, 
• improving oil and natural gas stocks with a view to responding to emergency 
situations, where the Commission proposes a revision of EU legislation on 
emergency oil stocks49, 
• energy efficiency, where it presents a new package on energy efficiency of 
2008. Even in this area emphasis on international cooperation is declared, 
• better use of EU domestic energy stocks which includes mainly the development 
of RES (also in connection with the implementation of the target of 20% share 
of RES), including the creation of an EU initiative for sustainable energy 
financing. 
In 2009 the so–called EU Energy Package50, which is part of the EPE implementation 
process, was approved. It introduced a new concept of "ownership unbundling", which 
had a direct impact on national energy monopolies, which were split to producers and 
transporters of energy. 
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In 2008, the so–called Climate–Energy package follows51. The package sets legally 
binding targets, under which greenhouse gas emissions are to be reduced up to 2020 
by 20 % compared to the values in 1990 and the share of energy from renewable 
sources is to be increased up to 2020 by 20 %. It will also help to achieve the EU 
objective to improve energy efficiency in the same period by 20 %. 
On 14 January 2011 the Commission issued a new strategy for competitive, sustainable 
and secure energy, as the latest document, which deals with energy policy. 
Communication Energy 2020 follows up on the first EU action plan on energy of March 
2003 and defines the energy objectives for the next ten years. It places emphasis on 
energy savings and creating a pan–European energy market. It defines the key energy 
objectives for the next ten years. The new energy strategy focuses on five priorities: 
• Achieving an energy efficient Europe. Their priorities are actions to be taken in 
the transport and building sectors. 
• Ensuring the free movement of energy. Commission set the final date of 
completion of the internal energy market for 2015. After this date no Member 
States should be isolated from the European internal market. 
• Empowering consumers and achieving the highest level of safety and security. 
• Extending Europe's leadership in energy technology and innovation. 
• Strengthening the external dimension of the EU energy market. Integrating 
energy markets and regulatory framework with our neighbours. 52 
Based on these priorities, specific legislative initiatives and proposals will be prepared. 
In the coming decade a pan–European energy market is to be built and by 2015 it 
should involve all Member States. The Communication also states that over the next ten 
years EU will need to invest in energy infrastructure a total of EUR 1 trillion and 
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proposes that the Energy Community Treaty should be implemented and extended to 
key partners from third countries who want to participate in the EU energy market. 
If we want to summarize the developments in the energy sector, we may note that 
the main problems and objectives, which are ensuring smooth and secure, 
environmentally friendly supply of energy – remain the same. However, they have been 
specified (through the 20–20–20 formula), and also the range of options and actions to 
achieve them has been extended. For the first time, energy issues are communitarized, 
as a separate section in the Lisbon Treaty has been reserved to the energy sector. 
The above mentioned communitarization of energy issues is a response to rising oil and 
natural gas prices, unstable supply and demanding environmental projects. It also points 
to another current trend, namely the fact that the development of the internal dimension 
of energy policy is faster than the progress of the external dimension. 
The internal dimension means a situation of individual states in matters of stocks, 
energy efficiency, savings, RES, etc. The external dimension includes the negotiations 
with third countries, diversification and security of supply, etc. The question why 
the development of internal affairs is faster than the progress of the external ones can be 
explained by the fact that decisions on energy issues are still to a considerable extent in 
the hands of individual states. Many various interest groups are then involved in such 
decision–making and therefore it is very difficult to take a coherent external action.53 
2.4 The market for energy raw materials 
2.4.1 Sector specifics and pricing 
The energy sector is an industry that is gradually being transformed and from a state–
controlled economic good it is slowly becoming a freely marketable commodity in 
the open European market. Hence EU efforts to liberalize the energy market create rules 
for terminating the energy monopolies and allow new producers and distributors to 
enter this industry. 
In the next chapter, the manner of trading in energy raw materials and thus their path 
from the producer to the final consumer will be outlined. The energy market is very 
specific, due to the type and characteristics of individual products, their transport 
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options, pricing that is highly interconnected because of the possibility of 
transformation of energy commodities, its oligopolistic character, since on the supply 
side there is a substantial state regulation, due to the amount of fixed costs and initial 
capital, needed to enter the industry and also due to the form of the demand function of 
households, because energy is a necessary economic good.  
The figure below shows the flow of energy commodities. As it is evident from 
the figure, the path to the final consumer may be different, subject to the volume of 
production of individual states, tradability of a given commodity on the commodity 
exchange or the current political and economic situation in the sub–market. 
 
Figure 7 Illustration of the flow of energy products54 
Prices of individual energy commodities, as mentioned above – are highly 
interconnected. For more detailed microeconomic analysis it would be necessary to 
analyze the relationship to individual commodities from the perspective of the producer, 
distributor or final consumer, and analyze in more detail whether individual energy 
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commodities are substitutes or complements. Generally, we can illustrate 
interconnection of prices by the figure below:55 
2.4.2 Trading on commodity exchanges 
Energy raw materials constitute one of the types of commodities traded on 
the commodity exchanges that are supervised by the authorities of the states concerned 
and hence represent a serious and reliable environment for executing and clearing 
trades, supervision of trading practices and guaranteeing the trades in progress. 
Commodity exchange prices respond immediately to anything that affects the market 
for a given raw material – changes in the costs of mining/extraction, changes in 
transport costs, prices reflect also the size of the known raw material reserves, traders 
estimate future demand for raw materials according to economic growth and even 
a long–term weather forecast has some impact, etc. High informative value of world 
prices is caused by the fact that the seller and the buyer in a continuous process of 
trading on the stock exchange reflect in the price all available information, whatever its 
effect on the market for a given raw material.56 
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Trading in commodities is carried on commodity exchanges through futures. These are 
standardized exchange transactions concluded on the futures exchanges. Terms are 
standardized to such an extent that the contract can be cancelled at any time by 
opposing trade (countertrade), while liabilities from both transactions are reduced to 
a cash receivable or payable, depending on whether the trade brought profit or loss. This 
trade can be also actually performed in which case no opposing trade is entered into. 
A futures contract is therefore cancelled by entering into a new futures contract, under 
which the party cancelling the contract has the opposite contractual position or takes the 
opposite contractual position. The important thing is that trading participants do not 
know each other and the exchange itself is the counterparty of each trading 
participant.57 
The advantage of these trades is also the transfer of risk of exchange rate fluctuations 
precisely because it allows cancel the open position. For this purpose, speculators are 
needed who provide liquidity in the market. On the other hand, speculations can lead to 
artificial increasing or decreasing of production prices or market shocks.58 
In the energy sector of the commodity exchange there are five key markets. Light Sweet 
Crude Oil – CL (U.S. Light Oil), Natural gas – NG, Gasoline – RB (unleaded petrol), 
Heating Oil – HO; these four commodities are traded on the NYMEX exchange in New 
York and the last candidate Brent crude oil – CB (the North Sea Oil) is traded in 
London. An overview of these and other selected commodities is shown in the table 
below, including trading units, current prices and the currency in which trades take 
place. 
Table 3 Overview of tradable energy commodities59 
Type of 
commodity 
Name  Trading 
 unit  
 Currency   Price  
Oil 
 Brent Crude Oil  barrel  USD   117.22  
 West Texas Crude Oil  barrel  USD   97.44  
 WTI Crude Oil  barrel  USD   97.14  
 miNY Light Sweet Crude Oil  gallon  USD   97.45  
Heating oil 
 Heating oil  gallon  USD   3.11  
Natural gas 
 Henry Hub Natural Gas  MMBtu  USD   4.24  
 Natural gas  MMBtu  USD   4.24  
 miNY Henry Hub Natural Gas  MMBtu  USD   4.25  
Oil 
 Diesel oil  tonne  USD   974.50  
Petrol 
 RBOB Gasoline  gallon  USD   3.12  
                                                 
57
 Rejnuš, Oldřich. Finanční trhy. Ostrava: Key Publishing, 2008. p. 434-444 
58
 Dědič, Jan. Burza cenných papírů a komoditní burza. Praha: Prospektrum, 1992, p. 165-189 
59
 Source: Prepared by the author of the Thesis based on information set out in Kurzy.cz [online]. 2011 [Cited: 30-07-
2011]. Available from WWW: <http://www.kurzy.cz/komodity/ceny-energie-potravin-surovin-kovu/>. 
  RBOB Gasoline
 
 U.S. Coal Index
Electricity 
 Electricity
 
The characteristic feature of commodity prices is their sensitivity and ability to 
immediately respond to the economic situation, which causes their large fluctuations. In 
the last year, prices of almost all commodities, including energy, have risen, which was 
caused by the past economic downturn. In recent months, however, it has been often 
mentioned that the created bubble in commodity markets is close to bursting, and 
investors are withdrawing their capital. It is expected that the price of commodities will 
be declining in the next 5 years.
Table 4 Development of prices of selected energy commodities for the last year
Commodity Brent 
Crude Oil 
Change  
(%) 
+ 45.27 
Graph 
 
In the following section, the most important energy sector commodities of the 
commodity exchange are briefly discussed
Brent Crude Oil 
Brent is the designation for the type of oil, including 15 kinds of oil from North Sea
fields. Brent Crude Oil price is used for pricing of two
particularly the supply of oil consumed in Western Europe and supplied from Europe, 
Africa and the Middle East. Brent Crude Oil is ideal for making petrol and middle 
distillates. Normally, it is processed in refineries in North West Europe, but when 
market prices are favourable for export, it can be processed also in refineries in U.S. and 
countries around the Mediterranean Sea.
Symbol for Brent Crude Oil is "SC". One 
1,000 barrels (160 m3) and is traded in U.S. dollars
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typically about 1 USD cheaper than WTI, and 1 USD more expensive than the OPEC 
Basket. Since 2007, Brent Crude Oil is traded with a difference of about 1–3 U.S. 
dollars compared to WTI, which is probably due to gradual depletion of North Sea 
fields and scaling down of oil production. 
West Texas Crude Oil 
West Texas Intermediate – WTI, also known as Texas Light Sweet, is a type of oil used 
for pricing of oil and derivatives derived from it on the New York Stock Exchange 
(NYMEX). Typical differences in price per barrel are by some 1 USD higher than 
a barrel of Brent Crude Oil and 2 USD higher than the OPEC Basket. 
Heating oil 
Heating oil is a flammable liquid produced from crude oil. Heating oil is widely used in 
some parts of the United States and Canada, where it is not possible to use natural gas 
or propane. It accounts for about 25 % of revenue from a barrel of oil, the second largest 
share after petrol. Heating oil futures are traded in units of 42,000 U.S. gallons (1,000 
barrels). 
Petrol and diesel oil 
Petrol and diesel oil are liquid mixtures derived from crude oil used mainly as fuel in 
combustion engines. Prices of petrol and diesel oil are determined by output prices of 
refineries, plus added margins of distributors and sellers of fuel. Based on mutual 
agreement, all refineries in the European Union sell their products for the same price set 
on the Commodity Exchange in Rotterdam. In most countries, taxes constitute major 
part of the final price of petrol (mainly excise duty and value added tax). 
Electricity 
Electricity is a commodity, traded only on energy exchanges that are regulated in EU by 
special regulations62. Energy exchanges in Europe have been established relatively 
recently, based on market liberalization. Currently, there are also regional markets in 
European countries and the situation tends to create a single market for the whole 
Europe. 
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Trading on the Energy Exchange is based on futures contracts for electricity with 
physical delivery. Futures contracts are offered on a yearly, quarterly and monthly basis. 
Annual contracts are based on the cascading of the quarter, quarterly contracts on 
the cascading of the month. Currently there are two types of contracts: the base–load 
and peak–load. Base–load contract means electricity supply 24 hours a day, every day 
of the year. On the other hand, peak–load contract means delivery from Monday to 
Friday 12 hours a day.63 
Natural gas64 
Since mid–2008 price of natural gas tends to decline. In recent months, however we 
have already observed signs of market stabilization and the upward trend. 
The availability of fundamental information improved especially after the nuclear 
accident at the Fukushima power plant. Price of natural gas traded in New York could 
rise soon. Within 3 to 6 months, the price is expected to rise from the current USD 4.6 
to USD 5.5 per MBtu (a million British Thermal Units).65 
2.5 Consumer protection in the energy sector 
Liberalization of the power engineering sector also has negative effects on consumers, 
especially the increased pressure from the economically stronger suppliers. Due to 
the fact that consumers have a weaker position in the market, one of the tasks of energy 
legislation is to balance the de facto inequality, especially between the consumer and 
the "big players in the market" and to protect consumers against illegal excesses.66 
Generally, we may note that the imbalance between consumers and suppliers in the 
electricity market is due mainly to the following factors: 
• supplier is usually economically stronger, 
• information inequality between supplier and consumer, 
• limited possibility to change the draft contract (standard contracts, adhesion 
contracts), 
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• financial costs associated with providing access to the supply, i.e. connection to 
the distribution (transmission) system, 
• vital dependence of consumers on the supply (negative consequences associated 
with "disconnection"), 
• limited ability of consumers to check prices charged for supplies, 
• an existence of barriers to changing supplier (particularly administrative and 
financial barriers).67 
Since the energy market liberalization, namely 1 June 2007, each final customer can 
choose his/her supplier of electricity and natural gas. However, the European 
Commission is well aware of the fact that small consumers still have not seen enough 
benefits of liberalized energy markets and that in many cases they face the same 
problems as when the individual EU countries were dominated by a sole supplier of 
electricity and gas. Competitive, integrated and well–functioning internal market across 
Europe should be a means toward ensuring secure and reliable energy supply for 
European households so that they can choose between companies that they will be 
supplying them electricity and gas at reasonable prices. Therefore, the European 
Commission, in addition to its monitoring of how consistently Member States 
implement the provisions of European legislation on the separation of the former 
monopoly producers and operators and how they allow market access for all suppliers, 
including the smallest ones, also pays increased attention to the situation and status of 
small energy consumers. Since 2007, intensive consultations with key stakeholders 
(Member States, energy regulators, consumer representatives and industry 
representatives) have been held with a view to strengthening the rights of consumers of 
electricity and gas in various areas. 
Consumer protection mechanisms are currently enshrined in Directive 2009/72/EC of 
the European Parliament and of the Council of 13 July 2009 concerning common rules 
for the internal market in electricity, and are related to the following areas: 
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2.5.1 Contractual terms 
Essential elements of consumer contracts are governed by Directive 2009/72/EC in 
Annex I. General terms and conditions of the contracts must be specific and well–
known to consumers in advance prior to the conclusion of the contract, even if 
concluded through intermediaries. The contract must specify the identity and address of 
the supplier, description of the service provided, the service quality levels offered, as 
well as the time for the initial connection, the types of maintenance service offered, 
the means by which up–to–date information on all applicable tariffs and maintenance 
charges may be obtained, the duration of the contract, the conditions for renewal and 
termination of services and of the contract and whether withdrawal from the contract 
without charge is permitted and any compensation and the refund arrangements which 
apply if contracted service quality levels are not met, including accurate and delayed 
billing.68 
2.5.2 Information duty 
Several obligations relating to consumer information are imposed on electricity service 
providers. It is a duty to give adequate notice of any intention to modify contractual 
conditions and information about the consumer´s right of withdrawal when the notice of 
termination is given. Service providers shall notify their subscribers directly, timely, 
transparently and clearly of any increase in charges, at an appropriate time, no later than 
one normal billing period after the increase comes into effect. 
2.5.3 Payment methods 
Consumers of energy services should be offered a wide choice of payment methods, 
which do not unduly discriminate between customers. Prepayment systems shall be fair 
and adequately reflect likely consumption. Any difference in terms and conditions shall 
reflect the costs to the supplier of the different payment systems. General terms and 
conditions shall be fair and transparent. They shall be given in clear and comprehensible 
language and shall not include non–contractual barriers to the exercise of customer’s 
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rights, for example excessive contractual documentation. Member States shall protect 
customers against unfair or misleading selling methods.69 
2.5.4 Changing supplier 
The right to change suppliers is a fundamental consumer protection institute in the open 
market. The consumer has the right to choose the range of services that suits his/her 
preferences and capabilities. Through effective competition among individual service 
providers in the energy supply sector the quality of these services is to be improved 
which will be beneficial to consumers.70 No fees can be charged for changing supplier. 
2.5.5 Complaint handling 
Procedures for dealing with customer complaints must be simple, transparent, prompt 
and inexpensive for consumers, with provision, where warranted, for a system of 
compensation.71 Member States are required to establish an independent regulatory 
authority that will be responsible for protection for consumers of energy services. 
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3 PROBLEM ANALYSIS AND CURRENT SITUATION 
3.1 The current strategic objectives of European energy policy 
3.1.1 Basic pillars of EU energy policy 
Basic pillars, or central objectives of EU energy policy, have been shaped from the very 
beginning of its formation. Currently, they received considerable attention, due to 
growing import dependence and the situation in the global energy market, caused by 
the high volatility of energy prices and the imbalance of energy supply and 
consumption. Basic pillars of energy policy are enshrined in Article 194 of the Lisbon 
Treaty. They represent the main and common idea of energy policy to which sub–
objectives are subordinated. 
Table 5 The basic pillars of European energy policy 
Pillar name Means of implementation 
1 
Security of supply 
• Building the necessary infrastructure and supply diversification 
• Promoting the use of renewable sources 
• Safety measures against possible supply disruptions 
• Improving energy efficiency 
• Single market and international partnerships 
Characteristics: The need to ensure and enhance energy security, confirmed by the gas crisis 
of 2009, when Russian gas company Gazprom due to disputes with Ukraine's Naftogaz 
interrupted gas supply to 18 European countries. The objective is entrenched in the Nuclear 
Safety Directive, the Directive on minimum stocks of crude oil and an agreement to create an 
emergency mechanism for supply disruptions. 
2 
Competitiveness 
• Investment in energy technology development 
• Strengthening relations with third countries 
• Ensuring an open and single market 
• Consumer protection 
• Increasing the independence of Member States 
Characteristics: This objective originated in the early eighties, when the first steps were taken 
to launch a project of a common EU market. It was motivated by the efforts to compete 
effectively (mainly with the USA and Japan) on a global economic scale. The basic objective 
for sustainability of competitiveness is a single market in gas and electricity that will ensure 
efficient competition in production and supply, transparent and liquid energy markets. 
3 
Sustainability 
 Improving energy efficiency 
 Increasing the proportion of energy from renewable sources 
 Reducing carbon emissions 
Characteristics: The "youngest" central objective is sustainable development, which 
represents a response to scientific studies about global warming. In this pillar, the first action 
plan on energy efficiency and the climate and energy package of 2006 played an important 
role. The primary means was the 20–20–20 objective, but that has proven to be unworkable, 
so sub–objectives have been modified in some way. 
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3.1.2 Strategic objectives of European energy policy 
The basic pillars of European energy policy have been outlined above. The main 
strategic objectives follow up on these basic pillars. Compared to the basic pillars they 
are concrete and dynamic and will be analyzed in the following section of the Thesis. 
The current strategic objectives up to 2020 have been defined by the document Energy 
2020. These are 5 priority objectives and for each of them specific means to achieve 
them are described. 
As it is expected that once the recession ends, the energy consumption will start to grow 
at a very fast rate, the strategy aims to secure a sufficient amount of energy and 
stimulate economic growth. 
Table 6 Strategic objectives of European energy policy 
Strategic objective Means 
1 Achieving an energy 
efficient Europe. 
• Tapping into the biggest energy–saving potential  
buildings and transport 
• Reinforcing industrial competitiveness by making industry 
more efficient 
• Reinforcing efficiency in energy supply  
• Making the most of National Energy Efficiency Action 
Plans 
2 Building a pan–European 
integrated energy market 
• Timely and accurate implementation of the internal 
market legislation 
• Establishing a blueprint of the European infrastructure for 
2020–2030 
• Streamlining permit procedures and market rules for 
infrastructure developments 
3 Empowering consumers and 
achieving the highest level of 
safety and security  
 
• Making energy policy more consumer–friendly 
• Continuous improvement in safety and security 
4 Extending Europe's 
leadership in energy 
technology and innovation 
• Implementing the SET Plan without delay 
• The Commission will be launching four new large–scale 
European projects 
• Ensuring long–term EU technological competitiveness 
5 Strengthening the external 
dimension of the EU energy 
market 
• Integrating energy markets and regulatory frameworks 
with our neighbours. 
• Establishing privileged partnerships with key partners 
• Promoting the global role of the EU for a future of low–
carbon energy 
• Promoting the global role of the EU for a future of low–
carbon energy 
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3.2 Analysis of the industry structure 
The energy sector is a specific industry which tends to the creation of a natural 
monopoly. The reason for this tendency are high fixed costs and low marginal costs of 
energy companies, but also unavailability of resources, as the wealth in the form of 
primary energy raw materials is possessed by some states only and their import and 
export often becomes the state policy instrument. Although the situation is never really 
quite unambiguous and microeconomic analysis largely depends on your point of view, 
for the purposes of this Thesis, the European energy market will be considered to be 
a monopoly market. European policy is based on economic theory, which views a high 
degree of concentration in the industry as dangerous and therefore uses some form of 
regulation. More detailed analysis of the energy market structure and European policy 
responses to it is subject of this sub–chapter. 
A monopolistic market is characterized by the presence of a single seller. He has no 
competitor in a given market, either because no company wants to enter the market, or 
there are barriers to entry into a particular industry, the firms are unable to overcome.72 
A special type of monopoly is a natural monopoly, when there is a company or industry 
whose average cost per unit of production is declining over the whole range of output. 
In such a situation, a single company with a monopoly can offer products in a given 
industry more effectively than if several companies would do so.73 The reason for 
the existence of natural monopoly is cost conditions. It arises in those sectors where 
there are relatively very high fixed costs, whereas marginal costs are low. Typically 
these are the so–called "network industries", hence if we apply this model to the 
industry concerned, this concerns the transmission and distribution of electricity and 
gas. The key production factor is the network (cable, pipe, rails) whose building 
constitutes the dominant portion of costs which are fixed for the company and also 
sunk. Because fixed costs constitute a large share of the total cost, the average cost 
curve is long downward. A natural monopoly exists when the average cost curve 
declines even after its intersection with the demand curve.74 The demand curve in the 
energy sector is relatively steep, because substitutes for energy products are hard to 
find. 
                                                 
72
 HOŘEJŠÍ, B. Mikroekonomie. 4th expanded edition. Praha: Management Press, s.r.o., 2006. 
73
 SAMUELSON, P. A., a WILLIAM D. N.: Ekonomie, 1st edition, Nakladatelství Svoboda 1991. 
74
 HOLMAN, R. Ekonomie. 3rd updated edition. Praha: C. H. Beck, 2002 
50 
 
 
Graph 5 Equilibrium monopoly output75 
One of the interesting aspects of the energy market is the fact that the original network 
companies had been formed in the free market environment, but then the regulatory 
institutions quickly took charge of them. The introduction of regulatory control was 
required by energy companies because they wanted to get rid of their competitors. 
The theory of natural monopoly emerged only long after the energy sector had been 
monopolized by an unnatural development.76 
The legal basis of European anti–trust legislation is in particular Articles 81 and 82 of 
the Treaty establishing the European Community. Article 81 prohibits all agreements 
between undertakings, decisions by associations of undertakings and concerted 
practices which may affect trade between Member States and which have as their object 
or effect the prevention, restriction or distortion of competition within the common 
market. Article 82 prohibits any abuse by one or more undertakings of a dominant 
position within the common market or in a substantial part insofar as it may affect trade 
between Member States. 
A major antitrust measure by EU is energy market liberalization, which was begun on 
the basis of a dynamic understanding of the market, based on the assumption that 
competition does not depend on the current number of firms in the market but on 
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the openness of the market. Where the market is open for the entry of new firms, such 
market is competitive, even if at the moment only a single company were present in it.77 
Market liberalization took place, and still takes place at several levels – conditions have 
been set for a gradual opening up of the market (customers can choose their supplier), 
furthermore, the so–called unbundling, i.e. the separation of the network operator from 
the vertically integrated undertaking started to be implemented, with the aim of 
breaking up the monopoly into more separate businesses – the separation of the "core 
network" (natural monopoly) from the services provided through it. Although 
unbundling appears to be an appropriate instrument of antitrust policy, its impact on 
companies in the given sector may not be unambiguously positive, since it involves 
considerable costs, which can negate effects of unbundling to some extent. Benefits and 
costs of unbundling are summarized in the following table: 
Table 7 Evaluation of benefits and costs of unbundling78 
Criterion  Benefits  Costs  
1 Impact on the competitive 
environment  
Access to networks for third 
parties will be improved and 
competition in the liberalized 
segments will be more intense  
Possible sale of a distribution 
company as a result of 
unbundling would allow the 
firm to obtain funds for 
horizontal integration in a 
liberalized segment (thereby, 
the monopoly power of the 
company would be increased)  
2 Costs of regulation and its 
effectiveness  
The transparency of the 
industry will be improved and 
costs of regulated activities 
will be separated and 
therefore their regulation will 
be easier  
Cost of monitoring 
intercompany relations within 
one energy group between 
the unbundled company and 
the rest of the group may 
increase (e.g. the purchase of 
IT)  
3 Security and quality of 
supply  
The unbundled firm can fully 
concentrate on its main 
objective: ensuring the 
security and quality of supply  
Problems may occur when 
transferring information 
between production, 
distribution and sale of 
electricity  
4 Quality of trading services  Increased competition in the 
trading segment will improve 
the quality of trading services  
Increased advertising costs 
for traders and an effort to 
differentiate electricity, which 
is still perceived as a 
commodity  
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5 Synergies / Specialization  Specializing in the narrower 
range of activities will facilitate 
the management of 
unbundled companies  
Significant synergistic effects 
that were the result of an 
integrated supply chain are 
limited / lost  
6 Impact on price  In the trading segment 
margins are likely to be 
reduced due to competitive 
pressure  
Costs of the industry 
transformation and increase 
in operating costs due to the 
loss of synergies will be 
included in the distribution 
tariffs (i.e. the regulated 
component of the price of 
electricity).  
 
3.3 External environment analysis 
3.3.1 PESTLE analysis 
The general or external environment of energy policy are factors that affect all 
companies in a given business environment that are unable to influence these factors by 
their activities at all. For the analysis of the external environment many methods can be 
used, each with differing depth of breakdown of the factors or sectors of the business 
environment at play. For the evaluation of the energy sector, which constitutes 
the general environment of European energy policy, the more detailed PESTLE analysis 
was used. 
The PESTLE analytical method explores interrelated political, environmental, social, 
technological and legislative trends. 
Political factors 
European policy can be described as relatively stable. However, the significance of 
the influence of interest groups on shaping of European energy policy cannot be 
ignored. Their activities can lead to situations where the set targets do not pursue 
the common interest of Member States and the allocation of resources is inefficient. 
Another important factor is the amount of subsidies and investment incentives, which 
are often used as instruments to achieving the objectives set by EU policy and which 
allow good access to funds for a variety of business plans. The opportunity for 
the energy sector's market participants are the efforts to further develop liberalization of 
internal markets, that should be in the future perfectly interconnected at the EU level, 
which would allow their faster development, growth and transfers of resources. 
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Economic factors 
Future development of the economic cycle is currently unpredictable. For a long time 
already, the global crisis has been considered to be overcome, at the time of submission 
of this Thesis, however, the big declines on exchanges, which are referred to as 
a precursor to a new crisis, occurred. This time, however, the recession will be probably 
longer, as the fiscal and monetary policy instruments were used to stimulate economic 
recovery in recent years.79 A drop in demand is expected in the energy sector, which has 
in recent days greatly reduced the price of energy raw materials on commodity 
exchanges. However, the incoming recession is not as significant a threat to the energy 
sector as to some other sectors, since energy is a necessary economic good and if 
income of consumers is reduced, a drop in demand will be relatively lower than for 
normal and luxury goods. Nevertheless, the recession may threaten the planned 
investments in research and development in the energy sector and construction of 
technical infrastructure, which were intended to have a major impact on its development 
in the coming years. 
Social factors 
Social factors offer good prospects. In Europe, there is a relatively coherent system of 
education and free movement of labour is allowed. Finding qualified employees, 
especially in management positions, should therefore be no problem. The energy market 
also affects current positive attitude of the population to the protection of nature and 
preference for renewable energy sources. 
Technological factors 
Technological factors represent an opportunity for energy, because they are now at 
the forefront of interest of the energy sector. In research and development, there is 
healthy competition that promotes the growth of the industry. The question is the future 
development of the technical infrastructure, whose construction is continually planned, 
both at the internal and the global level. Nevertheless, its construction involves 
significant costs that affect all market participants. 
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Legislative factors 
In the legislative area, the situation is relatively steady, but higher technical and 
ecological demands placed on energy firms pose a threat because they limit their 
competitiveness and increase their costs. Strict antitrust regulatory control is applied in 
the energy industry, both by the European Union and by Member States. There is only 
minimal regulation of import and export, which has a positive effect on the energy 
market. 
Ecological factors 
Ecological impacts, that affect the energy industry, are especially the current preference 
for renewable energy sources, which are, however, associated with high prices, supply 
risk and the situation where the infrastructure is unprepared for their distribution. 
Ecological factors can, for the purposes of the analysis of the energy sector, also include 
climate conditions and weather fluctuations that have a major impact on the energy 
sector. Seasonal fluctuations are the key factor mainly for the production of energy from 
renewable sources, e.g. solar and wind power stations. Also natural disasters have major 
impact on the energy sector, as evidenced by recent events in Japan mentioned in 
chapter 2.1.5. 
3.3.2 Porter's analysis:80 
A very widely used framework for classification and analysis of the factors affecting the 
given industry is the Porter's analysis of 5 competitive forces. Each of the five forces is 
the greater; the stronger is the given decisive factor. These five forces are: 
1. Threat of the entry of new competitors into the industry 
2. Bargaining power (ability) of suppliers 
3. Bargaining power (ability) of buyers 
4. Threat of substitutes (substitute products) 
5. Intensity of competitive rivalry within the industry 
                                                 
80The chapter prepared based on: PORTER, Michael E. Competitive Advantage: Creating and Sustaining Superior 
Performance. New York: The Free Press, A Division of Macmillan, Inc., 1985. 
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The primary purpose of the Porter's analysis (model) is to evaluate the attractiveness of 
a particular industry in order to predict profitability in the industry. However, it can be 
also used for evaluating the already existing strategy, as is done in this Thesis with 
a view to evaluating European energy policy or its individual strategic objectives. 
The evaluation aims at answering the questions below. When asking these questions, it 
is necessary to mention the basic principles of European energy policy – 
competitiveness, sustainability and security of supply in the European energy sector: 
1. Do the intended measures reduce barriers to entry into the industry? 
2. Do the intended measures increase the bargaining power of the final consumers? 
3. Do the intended measures increase the bargaining power of energy companies in 
the world market? 
4. Do the intended measures increase the threat of substitutes in world markets? 
5. Do the intended measures increase the competitive rivalry in world markets? 
For clarity purposes, strategic objectives of European energy policy, which are subject 
to the Porter's analysis, are repeated below: 
1. Achieving an energy–efficient Europe. 
2. Building a pan–European integrated energy market. 
3. Empowering consumers and achieving the highest level of safety and security. 
4. Extending Europe's leadership in energy technology and innovation. 
5. Strengthening the external dimension of the EU energy market. 
Individual forces are analyzed by means of sub–factors that are assigned a scoring in 
the interval <-5, 5>, according to the impact of energy policy on a particular factor. 
Scoring of -5 points is used, if policy's impact on a particular factor is very negative, 5 
points are used for equally intense positive impact. The resulting scoring is 
the arithmetic average of the assigned points. If the final scoring ≥ 0, the answer to the 
question is "yes". 
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Do the intended measures reduce barriers to entry into the industry? 
Table 8 Porter's Analysis – New entrants 
Factor Verbal rating Scoring O / T 
1. Economies of scale Slightly 
increases 
-1  
2. Capital requirements to enter the industry Reduces 3  
3. Access to distribution channels Increases 5 O 
4. Requirements for technologies, licenses, 
know–how 
Increases -3 T 
5. Access to raw materials No effect 0  
6. Ability to improve services Increases 4 O 
7. Product differentiation Increases 2  
8. Subsidies, antitrust policy Increases 5 O 
9. Threat of exit of companies from the 
industry 
No effect 0  
The resulting evaluation YES 1.7  
 
Do the intended measures increase the bargaining power of the final consumers? 
Table 9 Porter's analysis – Customers 
Factor Verbal rating Scoring O / T 
1. Number of consumers No effect 0  
2. Importance of the cost of service for 
consumers 
Reduces 3  
3. Transfer costs for consumers Reduces 3  
4. Backward integration Increases 4 T 
5. Consumer's income  No effect 0  
6. Existence of substitutes Increases 3  
The resulting evaluation YES 2.2  
 
Do the intended objectives reduce the bargaining power of energy companies? 
Table 10 Porter's analysis – Suppliers 
Factor Verbal rating Scoring O / T 
1. Number and importance of companies in the 
industry 
Increases 2  
2. Importance of customers for suppliers No change 0  
3. Number of substitute inputs Slightly 
increases 
1  
4. Strength of trade unions No change 0  
The resulting evaluation YES 0.8  
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Do the intended objectives reduce the threat of substitutes in world markets? 
Table 11 Porter's analysis – Substitutes 
Factor Verbal rating Scoring O / T 
1. Existence of substitutes Increases 1  
2. Costs of switching to a substitute product No change 0  
3. Willingness (propensity) to substitute No change 0  
4. Relative level of prices of substitutes No change 0  
The resulting evaluation YES 0.3  
 
Do the intended objectives reduce the competitive rivalry in world markets? 
Table 12 Porter's analysis – Competition 
Factor Verbal rating Scoring O / T 
1. Number and competitiveness of competitors Reduces 2  
2. Growth in demand in the industry Reduces -2 T 
3. Effect on fixed costs No change 0  
4. Diversity of competitors No change 0  
5. Intensity of a strategic effort Increases -1  
6. Barriers to exit from the industry No change 0  
7. Occasional excess capacity Reduces -2 O 
The resulting evaluation NO -0.4  
 
The following conclusions can be drawn from the performed Porter's analysis in 
the form of testing of the current strategy: European energy policy has a positive effect 
on the entry of new firms into the industry and thereby allows greater market openness, 
which is also one of its strategic objectives. The only problem is the pressure on 
technologies of energy companies which should, however, contribute in the long–term 
to the development of the whole industry. 
As regards impact on the consumer's bargaining power, energy policy has a potential for 
its strengthening. Its measures should also contribute to a slight improvement in the 
bargaining power of European energy companies in foreign markets. 
The question of substitutes is problematic in the energy sector, there is certain 
possibility of substitution in the field of primary sources, but the final product is unique 
and its substitute is hard to find. 
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It is in the interest of European energy policy to reduce competitive rivalry in world 
markets and thereby gain a competitive advantage for own market participants. 
However, based on the analysis performed, these efforts fail. 
The values that constitute the quantitative output of the analysis are not significantly 
high, although four of the five areas meet the evaluated condition. This is probably due 
to the tendency of policy–makers to over–optimistic views, overestimation of 
the importance of renewable energy sources and underestimation of the role of coal in 
the energy industry, whose influence is, however, still significant. In compiling this 
analysis, the author also concluded that the strategy is highly fragmented and ill–
conceived. The individual strategic objectives are often contradictory and mutually act 
to negate their final effect, although they should be designed so that they produce 
synergistic effect. 
3.4 Analysis of individual policy aspects81 
In the following section of the Thesis individual strategic objectives of European energy 
policy will be evaluated, each separately, in contrast to the Porter's analysis, where 
the strategy was evaluated as a whole in mutual relations. The aim of the analysis is to 
specify the potential of individual strategic objectives, estimate future development and 
on the basis of this information then reveal the strengths and weaknesses of strategic 
objectives. They will then, along with the identified opportunities and threats of 
the environment, serve as the basis for the preparation of the SWOT analysis. 
Furthermore, the impact of individual strategic objectives on market participants will be 
examined, both with respect to energy companies in the European market and final 
energy consumers. 
3.4.1 Efficient use of energy 
Energy efficiency is one of the central objectives for 2020 as well as a key factor in 
achieving our long–term energy and climate goals. Measures aimed at ensuring 
the efficient use of energy will enable to further decouple energy consumption from 
economic growth. Efforts should be concentrated on the whole energy chain, from 
energy production, via transmission and distribution, to final consumption. 
                                                 
81
 Prepared based on information set out in the Communication from the Commission to the European Parliament, the 
Council, the European Economic and Social Committee and the Committee of the Regions, Energy 2020 - A strategy for 
competitive, sustainable and secure energy, COM(2010) 639 final. 
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Special attention should be given to the sectors with the largest potential to make energy 
efficiency gains, namely the existing building stock and transport sector. In the 
residential sector, the issue of divided incentives between owners and tenants needs to 
be addressed. In the transport sector, potentials in multi–modal solutions, efficient 
vehicles and efficient driving should be tapped with a view to reducing dependence of 
the transport sector on oil. The main instruments in this area are subsidies and 
investment incentives. 
The fact that demand for energy–intensive or new products continues to grow has 
a negative impact on achieving the objective. In this area, the EU will exert its direct 
influence on the industry concerned by introducing more stringent requirements for 
energy–intensive products, more extensive labelling of products and internal company 
measures. In other words, EU seeks to eliminate the growing demand by certain 
artificially induced drop in supply. 
These measures also apply to energy companies. From the distribution and supplier 
companies (retailers) demonstrable increase in energy efficiency through 
the introduction of various kinds of certificates and fees will be required. The policy 
instrument used in this area is, therefore, the pressure on increasing the costs incurred 
by energy companies which should push for more efficient use of resources. 
Evaluation: Energy efficiency is, according to EU, the most cost effective way to 
reduce emissions, improve energy security and competitiveness, make energy 
consumption more affordable for consumers, as well as create jobs. In the author's 
opinion, however, the application of this strategy will not produce the desired effect, 
because the main policy instruments are massive interventions across multiple markets 
having crucial significance for the European economy, particularly the artificial supply 
constraints on industrial products and increasing costs of energy companies. These 
measures will disrupt natural market mechanisms and cause inefficient resource 
allocation. Another major policy instrument are subsidies. However, usually they are 
not used efficiently, and therefore it may be expected that they will fail to produce 
the effect commensurate with the expended funds. 
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3.4.2 The pan–European integrated energy market 
European energy markets have been opened up since 2007, but their potential is not 
fully realized. The second strategic objective is therefore to make an effort to create 
a more integrated, interconnected and competitive market. 
Electricity and gas markets are not yet working as a single market. The market is still 
largely fragmented into national markets with numerous barriers to open and fair 
competition. Most energy markets remain national in scope and are highly concentrated, 
often with incumbent companies having a de facto monopoly position. Regulated 
energy prices further reduce competition in many Member States. The appropriate 
policy instrument for achieving the above goals will be the introduction of stricter 
control of implementation of EU legislation in individual Member States. 
Europe is still lacking the grid infrastructure which will enable renewables to develop 
and compete on an equal footing with traditional energy sources. Infrastructure 
investments will continue to be financed mainly from tariffs paid by the users. 
However, given the scale of the investments, their nature and strategic character, it 
cannot be assumed that all the necessary investments will be delivered by the market 
alone. Hence, EU will make investments in networks of electricity, natural gas, oil and 
other energy sectors with a view to ensuring that by 2015 each Member State is 
connected to the European internal market. 
Evaluation: The objective to build the pan–European market appears to be beneficial 
and realistic, especially in the light of the previous experience when building of a single 
market proved to be the functional and economically beneficial measure. Once energy 
policy is integrated at the EU level, it will have both internal and external policy goals 
to attain, in order to cope with the increasing prices. External policy would increase 
the bargaining power of EU in relations with suppliers of raw materials and help to 
diversify the portfolio of sources to reduce the risks arising from dependence on a single 
market player. Internal policy would promote a reduction in energy intensity and 
the internal substitution in order to reduce dependence on imports. 
Technical costs of adapting infrastructure will not be negligible; however, the effect of 
diversification revenues or transaction costs on EU Member States will not be 
symmetrical, because different countries naturally have different energy needs and 
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different ideas about energy security. Due to the pressure on reorganization of energy 
imports, extra costs will be incurred by EU Member States in connection with 
the transaction costs of the supply structure. It can be assumed that all costs associated 
with the building of the infrastructure will be reflected in higher prices. In the network 
industries, under which distribution of oil and natural gas mostly fall, with the rising 
quantity of the product supplied, average costs are decreasing. Hence, the costs of 
infrastructure development will be passed on to the final consumers, although this 
development will be primarily financed from the budget of EU, Member States and 
energy companies. 
3.4.3 Powers of consumers and energy safety and security 
The objective of the policy of empowerment of consumers is to motivate them to reduce 
demand for oil. Consumers will be more informed about the need to reduce their 
consumption of fossil fuels and ways to reduce their energy costs. In order to support 
consumers in their active participation in the market, measures will be put in place that 
would increase awareness among consumers about options available to them, improve 
comparison of prices, simplify switching suppliers and improve procedures for 
complaints handling. By developing a market for energy services EU makes efforts 
aimed at moving focus from energy prices to energy costs. 
This policy should also protect European citizens from the risks related to energy 
production and transportation. In order to achieve the above goals, EU plans to support 
the development of safe nuclear energy systems. In the oil and gas exploitation and 
conversion sector, the EU legislative framework should guarantee the highest level of 
safety and an unequivocal liability regime for oil and gas installations. The reasons for 
these measures are undoubtedly accidents of the Deepwater Horizon oil rig and Japan's 
Fukushima nuclear power plant. 
Evaluation: Although EU often proclaims that energy costs for consumers will be 
lower, a more detailed analysis of the problem reveals that it is almost certain that 
reality will be different. Also European energy policy makers are well aware of this 
fact, since in their strategy formulation they recognize that the consumer pays for 
energy less, but not because of their prices but because of his/her own actions, focusing 
for example on the use of efficient cars. This part of policy is unlikely to have 
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significant economic effect, however, in the author's opinion, this is populism and 
intentional misrepresentation of information, aimed at final consumers, who should be, 
on the contrary, in accordance with general principles of EU, protected by this 
institution. 
The reason for research and review of legal norms in the field of nuclear energy and oil 
extraction is probably a psychological effect, which will cause a recovery in demand for 
these energy resources after a slight decline, due to fear of further disasters. 
3.4.4 Energy technologies and innovation 
Another strategic objective of European energy policy is the implementation of 
technological changes which should result in the reduction of carbon dioxide emissions. 
Given the fact that EU faces in international markets for energy production technologies 
fierce competition, especially from China, Japan, South Korea and U.S., and given 
the time scale for the development and dissemination of energy technology, the urgency 
of bringing new high performance low–carbon technologies is more acute than ever. EU 
ETS is an important demand side driver supporting the deployment of innovative low 
carbon technologies. However, this is not in itself sufficient and therefore 
a considerable amount of funds from various sources will be invested in 
the development of these technologies in the next decades, especially the amount of 
EUR 1 billion from the EU budget and other amounts in the form of contributions from 
all stakeholders. 
Four new European projects will be launched: 
1. The development of smart grids to link the whole electricity grid system (from 
the off–shore wind farms in the North Sea, solar plants in the South and existing 
hydro–electric dams, to individual households), while making power networks 
more intelligent, efficient and reliable. 
2. Development of electricity storage in the fields of hydro capacity, compressed 
air storage, battery storage, and other innovative storage technologies (such as 
hydrogen). These projects will prepare the electricity grid at all voltage levels 
for the massive uptake of small–scale decentralized and large–scale centralized 
renewable electricity. 
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3. Implementing bio–fuel production, including in the light of the ongoing review 
concerning the impact of indirect land use change and the EUR 9 billion 
industrial bio–energy development. 
4. The "Smart Cities" innovation partnership at the regional level that will bring 
together the areas of renewable energies, energy efficiency, smart electricity 
grids, clean urban transport, smart heating and cooling grids, combined with 
highly innovative intelligence and ICT tools. 
Evaluation: As is evident from the above facts, European energy policy within this 
strategic objective focuses extensively on promotion of energy from renewable sources. 
It is difficult to assess the real need for energy acquired in this manner as energy policy 
is becoming the object of many organized interests. In EU, besides energy producers, 
politicians of national states, EU officials and political staff, also environmental interest 
groups want to participate in shaping of energy policy. European policy makers receive 
suggestions of various interest groups and as a result of the negotiation process, very 
often objectives, that cannot be considered to promote purely economic or political 
security interests, are pursued. Support for bio–fuels or renewable energy sources does 
not lead to cheaper energy, and the relevance of these sources in terms of security is at 
least questionable (for example, power outages e.g. from wind power plants pose more 
real threat than the risk of problems with Russian oil pipelines). General conclusion is 
that investment in technology development is profitable in the long run and therefore 
making a technological shift could be economically beneficial in the long run, while in 
the short run it will again contribute to the increase in energy prices. 
3.4.5 The external dimension of the EU energy market 
In international energy policy relations with large energy–consuming nations and 
particularly emerging and developing countries are of growing significance. The policy 
instrument for strengthening relations with these countries is the consolidation of 
complex and targeted frameworks ranging from specific energy provisions in bilateral 
agreements with third countries, Memoranda of Understanding on energy cooperation, 
through to multilateral Treaties such as agreements due to which EU will speak with 
a common voice in third countries. 
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Attention is also focused on relations with neighbouring countries that are willing to 
adopt the EU market model, especially in the Mediterranean region and in transit 
countries like Ukraine and Turkey. This approach would strengthen the participation of 
neighbouring countries in the internal market, while providing a level playing field and 
safeguards against the risk of carbon leakage through the energy sector. 
It includes cooperation with major consumer and emerging economies on energy 
efficiency, clean technologies and low carbon energy. It will also develop initiatives 
aiming at encouraging partner States to make international nuclear safety, security and 
non–proliferation standards and procedures legally binding and effectively implemented 
around the globe. 
Evaluation: Agreeing on the common position of all twenty–seven EU Member States 
would undoubtedly strengthen the EU bargaining power and allow negotiating more 
favourable terms. Precondition for the success of a common policy, however, is finding 
a mechanism that would aggregate energy needs in individual countries. The aggregate 
position would become an important factor in the negotiations, resulting in a potentially 
lower cost and more reliable supply. The structure of a common EU position is possible 
only if revenues in the form of probably cheaper and more reliably available raw 
materials for the whole EU exceed transaction costs that will have to be borne by 
Member States. Once a common system among twenty–seven EU Member States is put 
in place, negative choices cannot be avoided. Members having weaker bargaining 
power will be interested in participating in such a regime due to expected advantages 
(the countries that have not established privileged relationships with suppliers). 
Members with strong bargaining power will have to be convinced that future 
arrangements will not worsen their individual position. 
Policy geared towards the distribution of low–carbon technologies to developing 
countries is obviously focused on the adverse effect of air pollution in these countries, 
which negates EU long–term efforts to improve the environment. However, in 
the author's opinion this is just a populism that will have no far–reaching impacts, 
similarly as negotiations on nuclear energy safety. 
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3.5 SWOT analysis 
SWOT analysis is used as a tool for evaluation of the findings arising from previous 
chapters. This analysis gives an overview of strengths and weaknesses of common 
European policy, opportunities and threats of the environment. SWOT analysis is used 
in strategic management, but also for analysis at lower levels (tactical and operational). 
A good strategy should be based on the resources of strengths and should exploit 
opportunities.82 The findings resulting from the SWOT analysis will be used in a critical 
analysis, which is the subject of the next chapter of the Thesis. It will examine whether 
the strategic objectives of European policy match the demands placed on the strategic 
plans by strategic management methods. 
Table 13 SWOT analysis 
Strengths Weaknesses 
• Open electricity market 
• Willingness to invest in development and 
innovation 
• Development of nuclear energy 
• Development of the distribution network 
• Speaking with a common voice in external 
relations 
• Improving the consumer protection system 
• Development of healthy competition 
 
• Political decision–making and interventions 
• Non–systemic policy making – impacts of 
individual objectives are often contradictory 
• Time and financial demands of official and 
review procedures  
• Biased evaluation of the savings potential 
• Overestimating the importance of 
renewable energy sources 
• Pressure of interventions on increasing 
energy prices 
• Tendency to populism 
• Effect of negative choices for stronger 
countries 
Opportunities Threats 
• Willingness of neighbouring countries to 
cooperate 
• Political stability 
• Availability of capital 
• Educational opportunities and consistency 
of the education system in European 
countries 
• Pressure on improving services of energy 
companies 
• Unavailability of energy self–sufficiency  
•  Underestimating the possibility of using 
other resources at the expense of RES 
• Underestimating the expected development 
of demand for electricity due to 
overestimation of the expected energy 
savings potential 
• Unexpected changes in energy prices due 
to objective factors  
• Instability of the current economic cycle 
• Competition from China and the U.S. 
• The effects of weather on the production 
from RES 
• Natural disasters 
                                                 
82
 MALLYA, Thaddeus. Základy strategického řízení. First edition. Praha: Grada publishing, a.s., 2007. 252 p. 
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The outcome of the analysis of internal and external factors of European energy policy 
is the identification of its strengths and weaknesses and opportunities and threats of 
the environment. 
Precisely hierarchy of strengths must be considered to be the relevant competitive 
advantage in terms of the position of the European energy sector in the global market, 
along with the internal effect of energy policy on market participants. The above 
opportunities and threats stem from external influences on shaping of energy policy. 
A high–quality strategy should take into account these factors and in particular 
eliminate possible threats and to the maximum extent possible take advantage of 
the opportunities that the energy sector environment offers. 
The energy strategy should eliminate as much as possible weaknesses, or mitigate their 
effects, and on the other hand exploit all strengths as a competitive advantage. 
The question whether this is really the case will be answered in the next chapter. 
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4 PROPOSALS AND CONTRIBUTION OF SUGGESTED 
SOLUTIONS 
The subject of this chapter is to evaluate the current state of European energy policy, as 
analyzed above, from the point of view of the demands for strategic management, and 
answer the questions of whether the goals set are feasible, what their actual impact will 
be, and how such impact will affect the market participants in the energy sector. 
The energy market participants can be divided into states, energy producers and 
distributors and consumers, i.e. households and businesses. Another significant group 
are special interest stakeholders, dependent on the energy market due to the nature of 
their activity, like businesses in the automobile industry. At the same time, it is 
important to note that the interests of different stakeholders within the energy market 
are different. For example, while a consumer is primarily interested in the price of 
energy, for a distributor, the crucial factor is the security and reliability of supply. 
4.1.1 Strategic goals of energy policy and energy price 
The impact of European policy on market participants can be evaluated from several 
different viewpoints. The results of the previous part of this paper show, first and 
foremost, that the European energy policy has a critical impact on energy prices; this is 
due to the influence of interventionism, to which it generally has a strong tendency. 
The analysis of the individual strategic goals shows that nearly all European energy 
policy measures indirectly drives up energy price. The impact of the individual strategic 
goals on market participants needs to be evaluated according to their position in 
the energy market – for energy suppliers and distributors, often owned by the state, 
a rise in prices means higher profits, while for households and businesses, i.e. 
stakeholders on the demand side of the market, the impact is negative. Since the nature 
of energy is that of a necessary good, to which there are limited substitutes, a rise in its 
price drives up necessary expenses and thus lowers the economic well–being of 
households and the competitiveness of businesses, especially in world markets. 
The main problem of European energy policy is that the price increase resulting from its 
individual measures is often a mere side effect of the original intent, which was 
different. Such effects are difficult to foresee and countering them, which again 
involves state intervention, is only possible with a certain delay. This has significant 
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negative impacts on the functioning of the entire market.83 A case in point is described 
below. 
Case Study: Solar Energy in the Czech Republic 
In 2005, by implementing the directive 2001/77/ES, the Czech Republic committed itself to 
have 8% of its gross energy production for domestic gross energy consumption come from 
renewable sources by 2010. The directive did not define specific tools for achieving this goal, 
and the Czech Republic decided to implement the feed–in tariff mechanism, combined with the 
so–called green bonus system (bonuses for investors who use the energy produced for their own 
consumption). Among member states, this was not a unique system.84 
The feed–in tariff is based on the transmission or distribution system operator's obligation to 
connect the photovoltaic system to the transmission system and to purchase all energy the 
photovoltaic system produces. The purchase price is set for a given year and remains fixed for 
about 15 years. 
A high feed–in tariff and the subsidies awarded through the end of 2010 meant that the purchase 
of solar panels became an investment which would pay off within 7–9 years, and generate 1.5 
million CZK within 20 years.85 The sudden rise in demand for solar panels also caused a 40% 
drop in solar technology prices, which in turn resulted in an increased demand. Various 
investors seized this opportunity and the resulting volume of solar investments had a significant 
influence on macroeconomic development. Through lowering the feed–in tariff, the state caused 
another quick rise of the volume of solar panels installed. The installed capacity rose because 
lower prices were only applicable to plants built before the start of the following year. Czech 
Republic saw a solar expansion. 
                                                 
83For more on this see, for instance, MANKIW, G.: Macroeconomics. 7th edition. 2010. New York: Worth Publishers. 548 
p. 
84Czech RE agency [online]. 2011 [cit. 2011-08-06]. Available from WWW: <http://www.czrea.org/cs/druhy-
oze/fotovoltaika>. 
85Návratnost fotovoltaické elektrárny [online]. 2011 [cit. 2011-08-05]. Nemakej. cz. Available from WWW: 
<http://www.nemakej.cz/navratnost-fotovoltaicke-elektrarny.php>. 
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Graph 6 Feed–in tariffs for photovoltaic energy in the Czech Republic and Germany in 2002–201286 
In comparison with other source, the prices of photovoltaic energy were high, and as its volume 
was large, the priority purchase by operators significantly pushed up the price of electricity. 
Moreover, the volume of energy thus produced could not be utilized in the Czech Republic and 
as a result, the balance of net exports increased. 
The rise of electricity prices was estimated at 12 %. Such an increase would have a negative 
effect on the Czech economy; therefore the state had to take appropriate measures. In 2012, the 
government will adopt a special tax of 26 %, taxing the profit of large solar plants 
commissioned in 2009 and 2010. The tax should be collected by the distributors, who should 
then pay the money into the national budget and charge their customers less.87 The special tax in 
principle amounts to a decrease of the feed–in tariff, which the investors should have been 
guaranteed for 20 years. From the point of view of the Czech Republic, this is a rational 
measure; however, from the viewpoint of a foreign investor, the Czech Republic loses its credit 
of a respectable country due to the instability of its legal environment.88 It is not yet clear 
whether this measure will indeed be put into practice, as the tax might turn out to be 
unconstitutional. A complaint has been filed with the Constitutional Court of the Czech 
Republic by the owners of solar plants. 
                                                 
86Czech RE angency - Studie a analýzy [online]. 2011 [cit. 2011-08-05].. Available from WWW: 
<http://www.czrea.org/cs/studie-a-analyzy/vyhledy>. 
87CenyEnergie.cz : Nová cena elektřiny 2011: O kolik si připlatíme? [online]. 21. 10. 2010 [cit. 2011-08-06]. Available 
from WWW: <http://www.cenyenergie.cz/elektrina/clanky/nova-cena-elektriny-2011-o-kolik-si-priplatime.aspx>. 
88Bufka, A.: Vývoj a instalace solárních termálních systémù v ČR, Konference TRANS-SOLAR, Praha 2009. 
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Graph 7 Development of solar panel supplies on the Czech market 
Conclusion: In 2010, 8.3 % of electricity consumption in the Czech Republic came from 
renewable sources; the goal provided for in the European legislation had been met. 
As a result, however, the consumer will subsidize the price of exported electricity. The 
estimated increase in electricity price caused by photovoltaic in 2011 is 5%, even after 
the government measures. This lowers the spending potential of Czech households and 
competitiveness of Czech businesses. The measures the government was forced to take 
against the sudden rise in energy prices will result in an outflow of foreign investment. 
Ultimately, all of that is damaging to the functioning of the internal market, whose 
unification and functioning are, at the same time, one of the goals of European energy 
policy. The only positive impact in this case is the growth of GDP; however, the question is 
whether other investments in the Czech economy, possibly more beneficial, were not 
crowded out.89 
This case is an example of the lacking conception and thoroughness of EU policies. Policy goals 
should be formulated so as to create a synergy effect. In this case though, one goal – internal 
market support – is thwarted because of another – using renewable energy sources. The EU 
directive only formulated the goal, and left the means for meeting it to be determined by 
the individual states, despite the fact that it is not unusual for European regulations to be 
misinterpreted at the national level, deliberately or not. Even though Czech lawmakers are also 
in part responsible, in the author's opinion, the main fault lies with the European policy maker, 
whose task should be not only to formulate the main idea, but also to create an thorough and 
detailed system for its implementation. 
                                                 
89Makroekonomická predikce - Červen 2011. Ministerstvo financi ČR, 2011. 67 s. 
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The policy of source diversification aimed at strengthening the role of renewable energy 
sources is probably the biggest factor behind the increase in energy prices. If this policy 
tries to lower dependency on imports, it will inevitably result in an increase in prices. If 
it strived for lower prices, it would have to permit an increased dependency on imports. 
The question is whether greater energy self–sufficiency is sufficient to counter balance 
the disproportionate increase in energy prices. As any other market, the energy market, 
too, has a natural tendency to evolve into a mutual balance between the supplier and 
the consumer; based on that, one can assume that it would steer towards diversification 
even without European lawmakers' interventions, both in terms of the consumer and of 
the primary sources. Spontaneously steadied prices reflect the rate of the mutual 
dependency and the risk of failure, and such prices meet the goals of energy security. 
Such outcome is possible both with and without a common energy policy. 
Energy policy leads to a price increase not only in the energy sector but in other fields, 
such as industry, as well. What the author means by this is the targeted effort to make 
energetically more demanding industrial products less competitive in the market; 
putting in place barriers for these products which will result in higher production cost. 
Policy makers assume that under such circumstances, the consumer will substitute 
energy–intensive products with low–energy ones and thus also counter growing energy 
prices (European institutions' documents mention “savings” in households; however, 
these take place only to lower the impact of the rising energy prices). The important 
question is to what extent the policy makers looked into the substitute products, as this 
policy can only work if there are prefect substitutes for energy–intensive products 
available in the market for a lower price. If there are no such products, the policy would 
only result in a further increase in prices. 
One of the few strategic goals that are likely to bring about a decrease in prices is 
the liberalization of the energy sector. Such a price decrease could, however, also cause 
the service quality to drop. The policy forces producers and distributors to monitor the 
profitability of each of their assets or activities that are part of the supply chain; as 
a consequence, it lowers the motivation to invest in reserve capacities.90 If a part of 
the supply chain behaves like a monopoly or an oligopoly, the profitability of a certain 
part may be sacrificed in order to secure another one. 
                                                 
90Gault, J.: An Economist Looks at Recent Energy Policy Statements, Energy & Environment, 2007. Vol. XVIII, No. 1. 
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A common energy policy is an inadequate tool for dealing with increasing prices of 
energy commodities; on the contrary, it leads to further increase. In the author's opinion, 
not having a common policy and leaving the price development to natural market 
mechanisms would lead to better results. 
The prices, however, are not the main aspect of the common energy policy – it is the 
security of supply, which will be further discussed in the following chapter. 
The security of supply also has an impact on market participants; one may even say that 
its influence is more significant, as it has political, technological and economic impacts 
on across society and the world. This is why European energy policy cannot be 
considered useless, which has practically been its assessment with regard to its impact 
on energy prices. 
4.1.2 Antitrust legislation 
European policy sees monopolies as negative economic phenomena, which need to be 
eliminated. If one understands competition dynamically, market liberalization can be 
considered to bring a certain improvement; however, as far as unbundling is concerned, 
the author is of the opinion that the effort of European lawmakers will not bring about 
the desired effect, as natural monopoly tends to emerge in the energy market. When it is 
regulated by the state, a smaller part of the demand is being serviced by a company 
whose costs, in such conditions, are higher than its profit, and which cannot function 
sustainably. Given this, actions against natural monopoly seem as a well intended but 
clumsy intervention into the function of the market, against the idea of competition91. 
                                                 
91KIRZNER, Israel. Jak fungují trhy. Praha : Liberální institut, 1998. 
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Figure 8 Attempt to regulate natural monopoly92 
If competition support is the main goal of European energy policy, it would be more 
suitable to ease and harmonize the processes of license awarding in Member States, to 
simplify the conditions on energy markets, i.e. especially to minimize the number of 
exceptions and regulations, to limit some obligations (of the public service type) and to 
support the creation of an energy exchange. It is also important to note that 
the projection of the cost of unbundling into end customer prices is an inherent part of 
unbundling. Based on that, as well as the findings of the previous chapter, the emphasis 
the EU places on unbundling is unfounded; a reasonable form of market liberalization, 
however, could be a great asset for the European energy sector in terms of its impact on 
the end customer as well as its competitiveness on the world market. 
4.1.3 Optimum EU Energy Mix 
The impacts of European energy policy on market participants are not price–related 
only. A key factor influencing the economic well–being of Europeans is a properly 
chosen energy mix, which should ensure economic, political and technological security 
and stability. Over 50 % of primary energy consumption in Europe currently relies on 
imports. A balanced distribution of coal and uranium does not provoke any fears. 
                                                 
92Materiály z přednášek k předmětu Mikroekonomie II, MU, Brno 2010 
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The situation with respect to crude oil and gas is different: the largest exporter of these 
to EU is Russia, a politically unstable and unpredictable country. This profound 
dependency on a single source may result in serious problems. It is obvious that Europe 
needs to come up with a diversified energy mix which would meet the criteria of 
European energy policy, i.e. security of supply, competitiveness and sustainability. 
In the light of these three goals, every energy source has its pros and cons. An objective 
evaluation is made more difficult by the fact that EU lacks complete unity with regard 
to the importance of the individual goals. Member States have different preferences – 
while Germany prefers security of supply, Nordic states very much focus on 
environmental factors and long–term sustainability of the energy industry. Therefore, 
this evaluation considers EU as a whole. 
Diversification of Suppliers 
Energy dependency on Russia is inevitable for EU as long as its primary energy source 
is hydrocarbon. Russia's ability to fulfil its commitments, however, is a great risk. 
Russia is striving to strengthen its monopoly position, rather than invest into new 
technology or modernization. Energy production in Russia is currently on maximum 
level, as this is the way the country responded to the negative impact of the world–wide 
economic downturn. The large income from crude oil and gas exports finances Russia’s 
energy economy and ineffective production; therefore, Russia is a high–risk supplier. 
A way address this would involve lowering the proportion of Russian crude oil and gas 
and, at the same time, to attempt to avoid transporting the supplies through Russian 
territory. An example of such strategy is the Nabucco pipeline or the already operational 
BTC pipeline. Another way of addressing this problem is investment into 
the construction of LNG terminals. 
The European Union is now dependent on three main suppliers of crude oil and gas – 
Russia, Norway and Algeria. To follow the supplier diversification strategy, EU will 
have to use Turkey as a transit country. Then, it would be possible to see North Africa 
and the Caspian region as alternative suppliers. Countries (possibly) interested in 
transporting natural gas through Turkey include Azerbaijan, Kazakhstan, Turkmenistan, 
Uzbekistan, Iran, Iraq, Qatar, Saudi Arabia, Syria and Egypt.93 This option would, 
                                                 
93ŠTĚRBA, Václav. Vnější aspekty energetické bezpečnosti Evropské unie. Druhé aktualizované vydání. Praha : Parlament 
ČR, 2008. 
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however, demand a large investment into infrastructure; on the other hand, it would also 
exert pressure on Russia to limit its monopoly behaviour. 
With respect to further negotiation, Iran and Iraq are promising candidates. They are 
very rich in primary sources, but widening the supply would demand significant funds 
to be poured into infrastructure. It should be a long–term strategic goal to help these 
countries with the restoration and subsequent integration of their economies. It is also 
necessary to strengthen mutual relations with other significant producers, like Saudi 
Arabia, Qatar and Kuwait. 
Lately, Africa has been gaining significance, in particular Libya, Nigeria and Algeria, 
which currently supply gas to EU. EU is a stable partner to these countries, which 
translates into Africa's willingness to negotiate. 
In the author's opinion, the most promising prospective suppliers are Iraq and Iran, 
provided that the relationship with Turkey as the main transit country is strengthened. 
As for the other countries, it would be advisable to maintain the current level of 
commerce and the EU's percentage in their ever–growing exports. The fact that 
a common energy policy is indispensable is obvious, as it will enable EU to act as 
a strong partner to these countries in negotiations about supplier–consumer 
relationships. In Iran and Iraq, EU as a whole would be able to offer significant finance 
to help build the infrastructure. Providing such aid would be impossible if member 
states were to negotiate individually. 
Diversification of Sources 
The main priority in formulating the optimum composition of energy sources is 
decreasing external dependency through increasing the number of sources available in 
Europe. At the same time, it is necessary to take economic and environmental aspects 
into account. This effectively means to choose types of power plants that best 
correspond to the parameters stated above. In the author's opinion, European policy 
should focus on security and economic significance, and abandon, to a certain extent, 
the preference for renewable sources, the use of which pushes energy prices up and thus 
limits competitiveness of the European energy sector. This would ensure the best effect 
with regard to market participants. 
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Without a doubt, the type of plant that best meets these conditions is the nuclear plant. 
Economically speaking, it is the cheapest source of energy, with price stability, and it is 
also capable of satisfying the growing energy consumption. The use of modern 
technology ensures environmental conditions are also met, as nuclear power plants do 
not emit greenhouse gasses. This is proven by the preference for nuclear energy in 
Europe, which grew significantly until the disaster at Fukushima, Japan. It can be 
assumed that the Member States' opinions were based on deeper studies, as none of 
them are in the position to accept a disproportionate risk.94 
An objective evaluation needs to compare nuclear energy only with those sources which 
can be adequate substitutes in terms of the volume of energy produced – carbon power 
plants: these are doubtlessly of a lower quality as far as security as well as price and the 
environmental impact are concerned. On the contrary, one cannot compare nuclear 
energy with energy produced by renewable sources, as the supporters of the latter often 
do. Renewable sources are not a substitute for nuclear energy because they cannot yet 
produce a comparable volume of energy for a price acceptable for the European 
consumer. It is advisable that they play a significant part in the energy mix under 
the diversification of sources, but as long as there is no technology to ensure economical 
and secure operation, they cannot have a more significant role. 
In the author's opinion, coal and crude oil in should be gradually abandoned as sources 
of energy in future. Deposits of coal are dwindling and are therefore not a promising 
energy source. Natural gas is also unsuitable as its prices are high, dependent on 
the price of crude oil and highly volatile. 
Case Study: The Role of Nuclear Energy in the EU Energy Mix 
The significance of nuclear energy in the EU energy mix is being confirmed by the recent 
developments related to the shutdown of nuclear power plants in Germany. 
After the Japanese nuclear disaster, German chancellor Angela Merkel decided to temporarily 
shut down seven nuclear reactors in the country. Subsequently, Germany declared a step down 
from nuclear energy production. By 2022, all nuclear plants should be shut down. This decision 
is somewhat controversial, as Germany will stop producing nuclear electricity but it will be 
                                                 
94BURKET, Daneš. TZB-info: Energetický mix budoucnosti [online]. 12. 6. 2006 [cit. 2011-08-06]. Available from 
WWW: <http://www.tzb-info.cz/3354-energeticky-mix-budoucnosti>. 
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forced to import the missing volume from neighbouring countries, and a significant part of this 
energy will be nuclear. As a result, the price of electricity will rise. 
 
Graph 8 Germany’s net electricity imports – March 201195 
Germany's declaration's immediate effect was a sudden rise of the price of electricity on the 
exchange. It reached 64.25 EUR/MWh, the largest one–day increase since 2003. Within 4 days 
after the disaster, prices rose by almost 28 %. 
Short–term speculation will not influence consumer prices significantly, as these are set for the 
entire year.96 They do, however, give substance to general fears about the future of electricity 
prices, because nuclear energy is the cheapest part of the energy mix and if it is excluded, an 
increase in prices will certainly take place. 
 
Graph 9 Base load electricity prices on EEX exchange – March 201197 
To a large extent, electricity prices on the exchange are conditional on investors' fears that may 
or may not prove to be correct. The breaking point for the final price will come with the 
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 BDEW-Analyse März 2011: Stromerzeugung, Stromaustausch, Preise. BDEW Bundesverband der Energie- und 
Wasserwirtschaft e.V. [online]. 2. 4. 2011,[cit. 2011-08-05]. Dostupný z WWW: 
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96IDNES.cz : Panika kolem jádra zvedá ceny elektřiny v Evropě [online]. 16. 3. 2011 [cit. 2011-08-06]. Ekonomika. 
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shutdown of Germany’s nuclear plants, or when Germany i a statement about how it plans to 
compensate for the gap of over 6,300 MW of nuclear energy. Germany claims that imports will 
be substituted with domestic energy production from renewable sources; however, climatic 
conditions are not conducive for such a plan, not to mention the fact that Germany would not be 
capable of building the necessary infrastructure at such short notice.98 A more probable 
scenario, which is being confirmed by Germany's current actions, is that the country will 
substitute nuclear energy with fossil fuels, mainly coal and natural gas99, which is contrary to 
the strategy of common energy policy as well as the interest of EU as a whole. 
Conclusion: European policy is attempting to prevent other Member States from taking such 
actions and to calm the situation through large investments into the research and development in 
nuclear energy security. Another response consists in stress tests of existing nuclear plants. In 
the author's opinion, this is a good way to calm the anti–nuclear energy hysteria and maintain 
a correct diversification rate of the energy mix, which takes into account costs, security, 
reliability and environmental requirements. The case described here shows the benefits of 
common energy policy: with proper measures, it can coordinate the actions of the individual 
Member States in times of crisis. 
From the point of view of market participants, the impact of European energy policy on 
ensuring the diversification of the energy mix and coordination of external market can 
be seen as beneficial. Acting as a single entity improves the position of the EU in 
negotiating the supplier–consumer relationships. The position of crude oil and gas 
supplying countries is usually so strong that individual member states, if acting on their 
own initiative, would not be equal partners. For a successful diversification of suppliers, 
it is also necessary to determine a balanced energy mix in terms of energy sources, 
which would be accepted by Member States and respected in their own actions. 
Currently, this is a problem, especially with respect to countries with a strong position 
in EU. Moreover, European Institutions' ideas on the future of energy sources are 
currently not feasible, which is one reason why they are ignored by Member States. 
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CONCLUSION 
European energy policy has been developed as a strategy. It specifies its strategic 
intentions in the form of basic pillars: security of supplies, competitiveness 
and sustainability. The specific form of these pillars is then determined by the specific 
strategic goals, which dynamically react to the current situation and specify source 
allocation and organization and spell out the individual steps in action plans and studies. 
Currently, the main three goals are achieving efficient use of energy, creating 
an integrated internal market, strengthening consumers' powers, ensuring the highest 
possible level of safety and security of energy supplies, technology development 
and innovation and strengthening the EU's position in the world energy market. 
The general environment of the energy sector was subject to the PESTLE analysis, 
which outlined the opportunities and dangers for European energy policy. The potential 
of European energy policy was tested using Porter’s analysis, which showed that it can 
succeed in the energy market and have a positive influence on Europe's position both 
outwards, influencing the world energy market participants, and inwards, influencing 
especially the end consumer. However, the values obtained from the analysis were not 
as high as expected. This was due to the policy makers being overly optimistic, 
overstating the significance of renewables and underrating of the role of coal 
in the energy industry – its influence is still significant. The lack of unity and of a clear 
concept proved to be another problem. The individual strategic goals often yield 
contradictory results and thus undermine the overall effect, even though they should be 
formulated so as to provide synergy. 
Furthermore, all of the strategic goals as well as the means for their meeting were 
analyzed. The result of this analysis is rather surprising finding that the implementation 
of all strategic goals will most probably generate pressure on increasing 
the energy price. The only exception to this is the goal of internal market unification; 
there, however, is the risk that service quality will decrease as a result of more intense 
competition between production and distribution companies. 
The final summary made use of the SWOT analysis, the results of which served 
as the point of departure for the third part of this Thesis, the critical analysis 
of European energy policy and its influence on market participants, who were divided 
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within energy sector into Member States, producers and distributors of energy 
and consumers and subjects with special interest in energy sector development. 
The focus was mainly on the stakeholders on the supply side, thus producers 
and distributors, and the demand side, thus households and businesses. 
An analysis of the pressure on price increase resulting from European energy policy was 
a separate part of this Thesis. Such pressure is considered negative, as it directly 
influences only some of the market participants, namely the ones on the demand side. 
In conclusion, the author voiced her opinion that the formulated strategy makes 
use of too many interventions into natural market mechanisms and that it would be 
better for prices if the market was left to its natural course. European policy lacks 
the means that would bring about lower prices or would at least make it possible to 
maintain a stable price level – with the exception of further intervention measures, 
such as price caps, which would lead to another wave of negative impacts on 
the market. Therefore, the recommendation for the future would be to minimize focus 
on price regulation, and to leave the development of the internal market to its natural 
mechanisms as much as possible. Measures intended for consumer’s protection should 
also fall within the exclusive remit of the Member States which will ensure that 
the implementation of such measures is more sensitive to regional market 
developments. 
European energy policy influences market participants only in terms of price: the policy 
also includes increasing security, the development of external trade to ensure stability 
of supplies and maintaining the quality of the environment. These influences are not 
captured in economic indicators but they increase the level of citizens well–being. 
The importance of this well–being is not negligible. In the long run, significance of such 
influences is more fundamental rather than short–term price increase. In terms of this 
issue, the author examined the proposal for the European energy mix that would meet 
requirements for the diversification of suppliers and primary sources of raw materials. 
Author suggests focusing on Iraq and Iran as future suppliers, which would reduce 
the current strong position of Russia. In diversifying sources, the author believes 
that the best solution would be to focus on nuclear energy and, given the current 
situation, to take all precautions to assuage the general fears originating from 
the disaster in Japan nuclear power plant Fukushima. 
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It results from the facts above that a final evaluation of European energy policy is not 
possible to conclude with a clear answer. While its short–term impacts on market 
participants are negative due to the pressure on energy prices and the significant number 
of interventions in the natural functioning of the market, in the long–term view, 
it is highly desirable, as EU policy positively influences the standard of citizens’ living 
due to the security provided through external market development, as well as its 
attempts to have a positive impact on the environment. The main recommendation 
the author may suggest in this context is that policy makers should follow the principles 
of strategic management more closely, and the individual strategic goals should be more 
realistic – with the respect of existing situation – and acceptable to all Member States 
and should quantitatively defined the outputs and deadlines. EU policy makers should 
exercise sanctions against defaulting Member States more rigorously. 
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